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Notice to Readers
This Audit Risk Alert, prepared by the AICPA staff, is intended 
to provide auditors of financial statements o f not-for-profit orga­
nizations with an overview of recent economic, technical, indus­
try, regulatory, and professional developments that may affect the 
audits they perform.
This publication is an Other Auditing Publication as defined in 
Statement on Auditing Standards (SAS) No. 95, Generally Accepted 
Auditing Standards (AICPA, Professional Standards, vol. 1, AU 
sec. 150). Other Auditing Publications have no authoritative status; 
however, they may help the auditor understand and apply SASs.
If an auditor applies the auditing guidance included in an Other 
Auditing Publication, he or she should be satisfied that, in his or 
her judgment, it is both appropriate and relevant to the circum­
stances o f his or her audit. The auditing guidance in this docu­
ment has been reviewed by the AICPA Audit and Attest 
Standards staff and published by the AICPA, and is presumed to 
be appropriate. This document has not been approved, disap­
proved, or otherwise acted on by a senior technical committee of 
the AICPA.
Lori A. West, CPA 
Technical Manager 
Accounting and Auditing Publications
Copyright © 2 0 0 6  by
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New York, N Y  10036-8775
A ll rights reserved. For inform ation about the procedure fo r requesting perm ission 
to make copies o f  any p art o f  this work, please visit www.copyright.com or call 
(978) 750-8400.
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Not-for-Profit Organizations 
Industry Developments— 2006
How This Alert Helps You
This Audit Risk Alert helps you plan and perform your not-for- 
profit (NFP) organization audits. The information delivered by 
this Alert assists you in achieving a more robust understanding of 
the business and economic environment in which your clients 
operate— an understanding that is more clearly linked to the as­
sessment of the risk of material misstatement of the financial 
statements. Also, this Alert delivers information about emerging 
practice issues and current accounting, auditing, and regulatory 
developments.
If you understand what is happening in the not-for-profit indus­
try, and you can interpret and add value to that information, you 
will be able to offer valuable service and advice to your clients. 
This Alert assists you in making considerable strides in gaining 
and understanding that industry information.
Understanding the Organization and Its Environment and 
Assessing Risks
An auditor should obtain an understanding of relevant industry, 
regulatory, and other external factors. These factors include the 
following:
• Industry conditions
• The regulatory environment encompassing, among other 
matters, relevant accounting pronouncements
• The legal and political environment
• Other external factors, such as general economic conditions
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The not-for-profit industry may be subject to specific risks of ma­
terial misstatement arising from the nature of the business, the 
degree of regulation, or other external forces (for example, politi­
cal, economic, social, technical, and competitive).
The auditor should obtain an understanding of the organization’s 
objectives and strategies, and the related business risks that may 
result in material misstatement of the financial statements. Busi­
ness risks result from significant conditions, events, circum­
stances, actions, or inactions that could adversely affect the 
organization’s ability to achieve its objectives and execute its 
strategies, or through the setting of inappropriate objectives and 
strategies. An understanding of business risks increases the likeli­
hood of identifying risks of material misstatement, although the 
auditor does not have a responsibility to identify or assess all busi­
ness risks. Many business risks could eventually have financial 
consequences and, therefore, affect the financial statements; obvi­
ously, however, not all business risks give rise to risks o f material 
misstatement.
After gaining an understanding of the organization and its envi­
ronment, the auditor needs to make risk assessments at the finan­
cial statement and relevant assertion levels based on that 
understanding.
Presented in this Alert are current business, economic, regulatory, 
accounting, and auditing matters that may affect your clients. 
Reading about these matters and properly addressing them as 
necessary will help you gain a better understanding o f your 
client’s environment, will help you better assess risks o f material 
misstatement o f the financial statements, and will ultimately 
strengthen the integrity of your audits.
Economic and Industry Developments
The State of the Economy
In planning their audits, auditors need to understand the eco­
nomic conditions facing the industry in which the client oper­
ates. Economic activities relating to factors such as interest rates,
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consumer confidence, overall economic expansion or contrac­
tion, inflation, and the labor market are likely to have an impact 
on the organization’s financial statements being audited.
A number of critical strains to the economy and business envi­
ronment currently exist. They include:
• Rising interest rates
• Soaring gasoline prices, which may threaten consumer 
spending, a vital tower of strength for the U.S. economy
• Dangerously high and rising consumer debt levels
• Negative savings rate
• A softening housing boom in some markets
Although the U .S. economy has been quite favorable on the 
whole, these strains could upset economic growth, possibly af­
fecting your client’s operations and therefore possibly affecting 
audit risk. Such strains may affect discretionary consumer spend­
ing and thereby decrease the willingness o f consumers to make 
contributions to not-for-profit organizations.
The U.S. gross domestic product (GDP), which is the broadest 
measure of economic activity, grew at an annual rate o f 4.8 per­
cent in the first quarter of 2006; a firm bounceback from the 1.7- 
percent growth in the fourth quarter o f 2005, the strongest for 
any three months since the 7.2-percent growth observed in the 
third quarter o f 2003. The U.S. economy grew at its strongest 
rate in two and a half years despite the hurricanes and other 
strains mentioned above.
Further highlighting the enduring strength of the U.S economy, 
the Bureau of Labor Statistics (BLS) reported employment statis­
tics for January 2006 that showed the unemployment rate has 
dropped to 4.7 percent, almost a five-year low, while initial un­
employment claims have reached the lowest point since 1999. 
Two million jobs have been created in the last 12 months despite 
the economic hurdles.
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Average home prices rose 13 percent in 2005, a huge increase for 
the 69 percent of Americans who own their own homes. Mean­
while, the housing market that helped stimulate consumer confi­
dence for the past few years is showing signs of cooling off, which 
may translate into slower price appreciation. Yet, in January 
2006, consumer confidence was at its highest level in about three 
and a half years, according to a private research group. Personal 
income rose 0.7 percent in January 2006, and consumers spent 
money at the fastest pace in six months.
Americans’ savings rate fell into negative territory at minus 0.5 
percent in 2005, the lowest point since the Great Depression in 
1932 and 1933 when Americans had to deplete savings to survive 
massive job layoffs. The negative savings rate is thought to be a 
result of Americans feeling confident about the economy and see­
ing the value of their homes increase tremendously over the years.
A critical measure of inflation for personal consumption rose at 
an annual rate o f 2 percent in the first quarter o f 2006, down 
from 2.4 percent in the fourth quarter of 2005, according to the 
Commerce Department report. Meanwhile, crude oil topped a 
record $72 per barrel as gold prices climbed to a fresh 25-year 
high. Continued strength in commodities could soon pose an 
issue for inflation. Consumer prices shot up in January 2006, re­
flecting higher costs for gasoline, clothing, new cars, and hotel 
rooms, with core inflation rising by the biggest amount in a year. 
American paychecks are buying less. Total compensation paid to 
civilian employees increased 3.1 percent in 2005, while the costs 
o f goods and services rose 3.4 percent, according to the Labor 
Department. Worker compensation fell 0.3 percent when consid­
ering inflation, denoting the first decline since 1996.
In nearly two years, the Federal Reserve has nudged up short­
term interest rates 15 times to keep the economy and inflation on 
a level playing field. Since June 2004, the federal funds rate on 
overnight loans between banks has climbed from 1 percent to 
4.75 percent, the highest since April 2001. This will likely mean 
higher interest rates for both consumers and businesses.
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The State of Not-for-Profits
Despite likely donor fatigue from back-to-back natural disasters 
and economic challenges including rising interest rates and exces­
sive energy prices, 2005 was a good year for U.S. charities. In the 
first quarter of 2005, giving to relief organizations far exceeded 
expectations while giving to nonrelief organizations remained 
steady. In the second quarter o f 2005, overall philanthropic giv­
ing continued at a medium rate among favored charities in addi­
tion to relief efforts. A good number of not-for-profits performed 
positively in the first three quarters o f 2005, with almost half re­
porting increased donations and one in four reporting flat contri­
butions, about the same as 2004, according to an economic study 
conducted by GuideStar. The study also concluded that eight in 
ten NFPs surveyed expect 2005 year-end donations to be flat or 
down from 2004.
The Philanthropic Giving Index (PGI) reveals current trends and 
future expectations in American philanthropic giving. The PGI 
measures attitudes about the philanthropic giving climate. In De­
cember 2005, the survey found that NFP fundraisers are divided 
on whether hurricane relief giving is hurting nonrelief charities. 
The Center on Philanthropy at Indiana University survey, on the 
other hand, finds the fundraising climate is better now than be­
fore the hurricanes.
According to the Johns H opkins Comparative Nonprofit Sector 
Project, the U.S. tops the list in financial giving, including cash 
and in-kind property, giving 1.85 percent of the GDP.
Natural Disasters
This year brought an outpouring of support for disaster-relief ef­
forts. The support ranged from organizations across the country 
that helped by hosting events and aiding relief efforts to individ­
ual, corporate, and foundation gifts. In response to the 2005 Gulf 
Coast hurricanes, private donations have reached $2.9 billion, ac­
cording to the Center on Philanthropy at Indiana University. Do­
nations made in response to the 2005 G ulf Coast hurricanes 
appear to have set a record for the response to a single disaster;
5
donations made in reaction to the hurricanes surpassed the dona­
tions triggered by the September 11 terrorist attacks (that totaled 
$2.8 billion) and the 2004 Asian tsunami (that totaled $1.8 billion).
In addition to regular corporate philanthropic efforts, more than 
160 corporations made gifts in excess of $1 million in response to 
Katrina. Others made colossal gifts as well. Corporations donated 
approximately $648 million, including $310 million in cash and 
$125 million in products and services as of September 2003, ac­
cording to the Center for Corporate Citizenship o f the U.S. 
Chamber of Commerce.
Foundation Philanthropy
Giving to foundations in the United States grew at a steady, mod­
erate pace to $33.6 billion in 2005, according to Foundation 
Growth and Giving Estimates Current Outlook, a report published 
by the Foundation Center. The primary factors resulting in the 
2005 growth are the giving to newly established foundations, higher 
levels of new gifts into corporate and community foundations, and 
outstanding grantmaking in response to hurricane disasters.
Internet Fundraising
The Internet is a great way for charities to raise awareness about a 
charity’s mission, communicate with supporters, conduct e-mail 
appeals to acquire new donors, compel government to give more, 
and otherwise stimulate donations. Furthermore, the Internet af­
fords charities the ability to maximize outreach to constituents by 
launching e-mail appeals in the event a crisis strikes and needs 
arise. For example, following Hurricane Katrina, 45 percent o f 
the funds that the Red Cross received were through online 
fundraising, compared to the 22 percent o f funds raised online 
during the 2004 tsunami, showing the Internet to be an increas­
ingly effective measure of collecting funds in times of need.
Online fundraising continued to grow at an accelerated rate in 
2005. According to Convio, an Internet software and services 
company that provides online Constituent Relationship Manage­
ment (eCRM) solutions for non-for-profit organizations and 
higher education institutions, the surge in online giving was not
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only attributable to relief agencies. There was more than 100- 
percent growth in funds generated through the Internet, factor­
ing out the impact o f Katrina. The total number o f dollars 
coming in over the Internet, including Katrina, ballooned from 
$66 million to a staggering $250 million in 2005. It is expected 
that online fundraising will continue to grow in 2006.
Charity and Fraudulent Scams
Yet again, auditors are reminded that in this current environ­
ment, donors need to be vigilant and well informed in their giv­
ing to charities. Some illegitimate not-for-profits have taken 
advantage of the recent hurricane relief efforts, resulting in nega­
tive publicity for not-for-profits in general. Although many char­
ities are household names, the Internet facilitates the emergence 
of illegitimate charities.
Unfortunately, the Internet and the abundance of charity-related 
spam e-mails allow shady operators to profit from tragedies by 
setting up makeshift charities, misappropriate the money they 
raise, and then vanish. Not-for-profits should be aware that many 
donors are becoming savvy and performing their own indepen­
dent check on charities by going to GuideStar.org or other watch­
dog charities. Scam Web sites continued to multiply in 2005 with 
Katrina efforts that exploit the generosity of donors, as reported 
by The New York Times. During a probe o f relief efforts per­
formed by government investigators, the Federal Bureau of Inves­
tigation (FBI) shut down 44 questionable Web sites that claimed 
to be involved in the relief efforts and the Secret Service shut 
down 16 Web sites accused of trying to gather data for identity 
theft and fraud.
Scamming Program Recipients
Auditors for the Government Accountability Office (GAO) and 
the Homeland Security Department’s Inspector General con­
cluded in a preliminary report that millions of dollars were either 
lost by individuals involved in fraudulent activities or wasted by 
governments. Specifically, the auditors found that:
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• Up to 900,000 of the 2.5 million applicants who received 
emergency cash after Hurricane Katrina based their re­
quests on invalid or duplicate Social Security numbers, or 
false addresses and names. Little or no verification was per­
formed by the relief organizations.
• In some instances, aid recipients improperly used debit 
cards to purchase nonessential luxury goods, even though 
the cards were issued to help pay for food and shelter.
• Duplicate payments were made to about 5,000 debit-card 
recipients, first through debit cards, and then via electronic 
bank transfers.
Federal prosecutors have filed fraud, theft, and other charges 
against 212 people accused of scams related to the G ulf Coast 
hurricanes. Many defendants were accused o f trying to obtain 
emergency aid (typically, a $2,000 debit card) to which they were 
not entitled. To this point, 40 people have pleaded guilty. The au­
ditors’ findings revealed the need for stronger controls to verify 
the eligibility o f disaster victims who apply for aid over the phone 
and Internet, better planning of emergency supplies, and im­
proved accounting for Federal Emergency Management Agency’s 
(FEMA’s) huge inventory of temporary housing.
More concerns about misspent funds have emerged. The Ameri­
can Red Cross, the largest recipient of contributions in response 
to the Gulf storms at $156.3 million or 31.9 percent of the desig­
nated support, is investigating accusations of irregularities and 
possible criminal actions among relief volunteers. The alleged 
misconduct includes the improper diversion of relief supplies and 
the failure to follow procedures when tracking and distributing 
supplies, as well as the use of past felons as volunteers. As a result, 
many U.S. charities have increased their focus on accountability.
Not-for-Profit Governance
One of the top challenges NFPs face is accountability to their 
constituents and regulators. More and more donors are asking for 
information about how their contributions are used. According
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to a study by Blackbaud, two out of three NFPs are proactively 
providing such information to their donors.
As NFPs face potential regulation by the federal government, 
many board committees are actively performing their oversight 
functions. A recent study conducted by the Nonprofit Listening 
Post Project Sector of Johns Hopkins University showed that al­
most nine out of ten groups surveyed report their boards are sig­
nificantly involved in such oversight functions as setting the 
groups’ missions, determining chief executives’ compensation, 
and setting and reviewing budgets. Eight of the ten groups re­
ported their boards reviewed audit and accounting practices and 
signed off on important financial transactions.
Volunteers
The U.S. is ranked eighth in the world in the value of volunteer 
time, representing 2.18 percent o f the GDP, according to the 
Johns Hopkins Comparative Nonprofit Sector Project. A study 
commissioned by the Corporation for National and Community 
Service states that more than 33 percent o f baby boomers, which 
is 23.8 million people, volunteer an average of 31 hours per year, 
more than any other age group other than people over the age of 
65. Furthermore, teenage volunteerism is just about double that 
of adults, or about 55 percent of teens, compared to a volunteer 
rate for adults o f about 29 percent, according to a study con­
ducted by the Corporation for National and Community Service, 
the U.S. Census Bureau and Independent Sector. Teenagers con­
tributed a total of more than 1.3 billion hours o f service in 2004. 
Moreover, a growing number of corporations are giving employ­
ees paid time off to volunteer. In 2004, 19 percent of businesses 
executed such a policy according to the Society of Human Re­
source Management. Budding volunteer efforts may provide cor­
porations with benefits that include raising the organizations’ 
profile in their communities; getting good grades from cus­
tomers, clients, and shareholders; and fostering team loyalty.
Increasing Enforcement Challenges in the Tax-Exempt Area
Deterring abuse within tax-exempt entities, and the misuse of 
such entities by third parties for tax avoidance and other unin­
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tended purposes, are crucial in avoiding the loss o f faith in chari­
ties, which in turn will hinder giving and those in need will suf­
fer. Accordingly, the Internal Revenue Service (IRS) is responding 
to technical manipulation and outright abuse with renewed en­
forcement efforts, as well as new initiatives to preserve the in­
tegrity of the tax exempts. See the “Internal Revenue Service 
Activities” section of this Alert for additional information.
Decline in Vehicle Donations
Under the old tax rules, a donor was able to deduct the fair mar­
ket value (FMV) o f a vehicle based on the estimate found in a 
used car guide or provided by an independent appraiser. Under 
the new rules, deductions of more than $500 are limited to the 
amount the charity gets for the vehicle sale or auction, although 
exceptions may apply. So, if a taxpayer donates a vehicle with an 
FMV (according to the used car guide) of $1500 and the vehicle 
is auctioned off by the charity for $900, the auction price is the 
most the donor can deduct, according to the IRS. An exception is 
that a donor would be able to deduct the FMV of the vehicle if 
the donated vehicle is used by the charity or if it is given or sold 
at a greatly reduced price to someone in need. As a result o f the 
IRS vehicle donation rule changes, some charities have seen a 35- 
to 40-percent drop in such donations. See the discussion in the 
section entitled “More Clarification for the Charitable Donations 
of Vehicles,” later in this Alert.
Regulatory and Legislative Developments
NFP Audits Performed Under Government Auditing Standards and 
Circular A-133
Not-for-profits sometimes receive federal or state assistance that 
often results in additional audit requirements. For example, they 
may be required to comply with Government Auditing Standards 
(GAS, also referred to as the Yellow Book). In addition, auditors 
may be required to perform a single audit and comply with ap­
plicable rules. A single audit is an audit of an entity’s federal fi­
nancial assistance, as required by the Single Audit Act 
Amendments of 1996 (the Act), and Office of Management and
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Budget (OMB) Circular A-133, Audits o f States, Local Govern­
ments, and Non-Profit Organizations (Circular A-133).1
When performing audits under Government Auditing Standards 
or single audits, auditors should refer to the guidance in AICPA 
Audit Guide Government Auditing Standards and Circular A-133 
Audits (GAS/A133 Guide). That Guide is updated each year for 
conforming changes. The 2006 update to the GAS/A133 Guide 
is expected to be issued in June 2006 (product number 
012746kk). Auditors should also refer to the AICPA Audit Risk 
Alert, Government Auditing Standards and Circular A-133 Au­
dits—2 0 0 6  (product number 022456kk) for developments re­
lated to the following standards and regulatory matters:
• Government Auditing Standards
• Circular A-133 audit guidance, including a discussion of 
the OMB Compliance Supplement
• The latest on the data collection form
• Updates on audit quality issues
Internal Revenue Service Activities
More Regulatory Oversight in 2006 by the Exempt 
Organizations Division of the IRS
The need for greater enforcement was highlighted in 2005 when 
the division was faced with numerous scandals related to a 
plethora of tax-exempt misuses. As a result, the Tax Exempt and 
Government Entities (TE/GE) Division will focus on enhanced 
enforcement in tandem with continuing to provide helpful cus­
tomer service. In 2006, the tax-exempt division will concentrate 
on vital areas involving organizations that abuse their tax-exempt 
status and organizations that others use for unintended purposes 
(as accommodation parties). As discussed in last year’s Alert, areas 
o f renewed enforcement include political intervention, abusive 
transactions, compensation, and credit counseling.
1. Instead of a single audit, under certain circumstances, program-specific audits may 
be conducted.
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The prohibited political intervention cases involving the 2004 
elections will be completed in 2006. Most were one-time events 
that were easily resolved. The IRS will continue to field questions 
about its policies regarding the examination of religious organiza­
tions. The IRS will continue the initiative in the 2006 election 
season, including new procedures and a fact sheet on election- 
year activities and the prohibition on political campaign inter­
vention for Internal Revenue Code (IRC or the Code) Section 
501(c) (3) organizations. For more information, see Fact Sheet- 
2006-17 at http://www.irs.gov/newsroom/article/0,,id=154712,
00.html. In addition, the IRS released a report on the agency’s ex­
amination o f political activity by tax-exempt organizations dur­
ing the 2004 election campaign, which can be found at http:// 
www.irs.gov/pub/irs-tege/final_paci_report.pdf. The political in­
terventions found ranged from charities making cash contribu­
tions to politicians’ campaigns, to churches endorsing political 
candidates from the pulpit.
The abusive transactions initiative involves excessive deductions 
for the donation of patents or conservative easements and funds 
used for employees benefits. Schemes covered by the initiative in­
clude some requiring a nontaxable entity in the middle o f the 
transaction to avoid taxes. The IRS will be identifying exempts 
involved in these transactions as accommodation or facilitating 
parties in a new initiative in 2006.
The IRS will start the second phase of the compensation initia­
tive, which will include auditing loans to insiders to finish the 
compensation project.
It will also complete the credit counseling initiative by revoking 
the tax-exempt status of some 20 companies, which represents 
more than half the industry’s gross receipts. These companies were 
found to be misleading the public by allotting minimal attention 
to the education of how to better cope with troubled finances.
Two new initiatives involve tribal governments:
• The first is examinations involving small peddling schemes 
and fraudulent devices, such as fraudulent tribal member­
ship cards, to try to avoid paying taxes.
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• The second is a pilot program in which tribal governments 
themselves will be asked to perform a compliance check for 
the IRS.
In 2006, the division will also get under way a post-issuance com­
pliance initiative to look, after the fact, at whether tax-exempt 
bonds are being used for the purposes for which they were in­
tended.
Another initiative is to focus on underfunded defined-benefit 
pension plans to ensure the money is there to pay the benefits to 
their employees.
Tax-exempt hospitals, private foundations, and high-profile char­
ities that participated in recent disaster relief efforts will be 
among the organizations targeted as part of the compliance ini­
tiatives this year as well.
Readers may not to be aware of the above examinations and com­
pliance checks. To review Commissioner Eversons speech high­
lights on the Tax-Exempt Initiatives, go to http://www.irs.gov/ 
pub/irs-tege/everson_gwcpa_speech_on_tax_exempt_entities. 
pdf.
IRS, Treasury Issue Priority Guidance Plan for 2005-2006
In August 2005, the IRS and Department o f the Treasury re­
leased the 2005-2006 Priority Guidance Plan, IR-2005-80, list­
ing the tax issues that will be the subject of formal legal guidance 
during the next year.
The Priority Guidance Plan, a 27-page document, plays an im­
portant role in assisting taxpayers to navigate the tax system. The 
guidance plan is developed in the light of suggestions from inter­
nal and external stakeholders, including taxpayers, tax practition­
ers, and industry groups. This input enables the IRS and the 
Department o f Treasury to focus legal resources on providing 
guidance on a broad range of issues that are important to taxpay­
ers and tax administration.
A key component of service entails assisting taxpayers in under­
standing how the IRS will apply the law. The Priority Guidance
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Plan serves a critical role in eliminating ambiguity and guesswork 
on how the IRS will treat certain issues.
This year's plan reflects changes that make it more useful for tax 
practitioners. The plan has been redesigned to include more spe­
cific descriptions of guidance projects for the year ahead.
Specifically, the joint Department of Treasury/Internal Revenue 
Service priority guidance plan for 2005-2006 contains the fol­
lowing items of interest to tax-exempt organizations:
1. Guidance on donee reporting for car donations.
2. Guidance on down payment assistance organizations.
3. Regulations on standards for revoking exemption under 
IRC sections 501(c)(3) and 4958 (intermediate sanctions).
4. Guidance on calculating gross receipts under IRC section 
5 0 1 ( c) ( 1 5 ) .
5. Guidance with respect to the authority in IRC section 
527(1) to waive taxes and amounts imposed on political or­
ganizations for failures to comply with notice and report­
ing requirements.
6. Regulations regarding qualified tuition programs under 
IRC section 529.
7. Comprehensive final regulations under IRC section 
403(b) regarding tax-favored annuities purchased by IRC 
section 501(c)(3) organizations or public schools.
8. Final regulations under IRC section 410(b) (minimum 
participation standards) on the exclusion o f employees of 
IRC section 501(c)(3) organizations.
9. Guidance under IRC section 42 regarding the low-income 
housing credit.
10. Revenue Ruling regarding the treatment o f payments 
made by a tax-exempt organization to satisfy its public 
benefit obligations, upon its conversion to a taxable entity.
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11. Guidance under new IRC section 170(f)(11) regarding re­
porting of noncash charitable contributions.
12. Proposed regulations under new IRC section 170(f)(12), 
and related provisions, regarding contributions of qualified 
vehicles. See additional information at http://www.irs.gov/ 
charities/article/0„id= 139579,00.html.
13. Revenue Procedures under IRC sections 2055 and 2522 
containing sample charitable lead trust provisions.
14. A notice addressing issues, including frequently asked 
questions, regarding information reporting requirements 
for qualified tuition and related expenses.
New User Fee Schedule for 2006
There’s a new user fee schedule for 2006. In IRS News Release 
#IR 2005-144, the IRS announced increases in selected user fees, 
including fees for letter rulings and determination letters for Ex­
empt Organizations (EO)— for 2006.
The OMB has directed federal agencies to charge user fees re­
flecting the full cost of providing goods or services when the ben­
efits to the recipient otherwise exceed those received by the 
general public. Many IRS user fees had remained unchanged for 
years; the new fee structure more accurately reflects the resources 
expended. Although the fees have increased, the IRS continues to 
be sensitive to the financial resources of smaller organizations.
The new fee schedule takes effect in two phases:
• Phase one. Effective February 1, 2006, EO letter ruling 
fees, which previously ranged from $155 to $2,570, will 
increase to $275 to $8,700.
• Phase two. Effective July 1, 2006, EO fees for determina­
tion letters and requests for group exemption letters, which 
currently range from $150 to $500, will increase to $300 
to $900.
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Other information to note is that the EO will not be issuing rul­
ings on EO joint ventures with a for-profit organization or quali­
fications of state-run programs under IRC section 529.
More information on increases in user fees is published in Rev­
enue Procedures 2006-1 and 2006-8, which appears in Internal 
Revenue Bulletin 2006-1.
See comparison charts for more information on how the old and 
new user fees differ for exempt organizations at http://www.irs. 
gov/pub/irs-tege/eo_user_fee_appendix.pdf.
IRS Issues 2006 Inflation-Adjusted Numbers
By factoring inflation into tax rates and certain other amounts, 
the law protects taxpayers from losing the value of various bene­
fits. Each fall, the IRS issues a document detailing the results of 
these adjustments for the coming year. Those of particular inter­
est to tax-exempt entities include the following:
• Low-cost articles
• Insubstantial benefits
• Lobbying expenditures
• Agriculture or horticulture organizations
• IRC section 179 expenses
For complete details readers may refer to the entire document at 
http://www.irs.gov/pub/irs-drop/rp-05-70.pdf.
IRS Issues E-filing Guidance for Exempt Organizations
As discussed in last year’s Alert and according to IRS News 
Release #IR-2005-133, electronic filing has been available to 
tax-exempt organizations since 2004. So far this year, the IRS re­
ceived about 3,600 electronically filed information returns from 
tax-exempt organizations.
Nevertheless, to further promote the use of electronic filing 
(which according to IRS Commissioner Mark W. Everson is a 
“key component to modernizing our tax system”), the Treasury 
Department issued temporary regulations on January 12, 2005,
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requiring certain tax-exempt organizations to electronically file 
their income tax or annual information returns. Under the tem­
porary regulations (which can be found in T D  9175), tax-exempt 
organizations with assets of $100 million or more that meet the 
250-return threshold, including income tax and excise tax infor­
mation, and employment tax returns, must file Form 990 elec­
tronically for tax years ending on or after December 31, 2005.
For tax years ending on or after December 31, 2006, the elec­
tronic filing requirement will expand to include the returns of 
tax-exempt organizations with $ 10 million or more in total assets 
and 250 returns. In addition, private foundations and charitable 
trusts will be required to electronically file Form 990-PF, regard­
less o f their asset size if they file more than 250 returns.
Readers should be aware that exempt organizations outside of 
these parameters can voluntarily file their returns electronically as 
well.
Obtaining a Waiver of the Electronic Filing Requirement
The IRS has now issued guidance on how tax-exempt organiza­
tions can obtain a waiver o f the electronic filing requirement. 
Under Notice 2005-88 (2005-48 Internal Revenue Bulletin), 
waivers from the electronic filing requirement can be requested 
when (1) the taxpayer cannot meet electronic filing requirements 
due to technology constraints, or (2) compliance with the re­
quirements would result in an undue financial burden on the tax­
payer.
Specifically, Notice 2005-88 says that the IRS will:
. . . approve or deny requests for a waiver of the electronic fil­
ing requirement based on each taxpayer’s particular facts and 
circumstances. In determining whether to approve or deny a 
waiver request, the Service will consider the taxpayer’s ability 
to timely file its return electronically without incurring an 
undue economic hardship. The Service will generally grant 
waivers for filing returns electronically where the taxpayer can 
demonstrate the undue hardship that would result by comply­
ing with the electronic filing requirement, including any incre­
mental costs to the filer. Mindful of the software and
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technological issues in filing electronically, the Service will also
generally grant waivers . . . where technology issues prevent the
taxpayer from filing its return electronically.
To request a waiver, the taxpayer must file a written request con­
taining the following information:
1. A notation at the top of the request stating, in large letters, 
“Form 990 e-File Waiver Request,” or “Form 990-PF e- 
File Waiver Request”
2. The taxpayer’s name, federal tax identification number, 
and mailing address
3. The type of form for which the waiver is requested
4. The tax year for which the waiver is requested
3. The value of the taxpayer's total assets at the end of the tax 
year as reported (or to be reported) on the entity’s Form 
990, or 990-PF
6. A detailed statement listing the following:
a. The steps the taxpayer has taken in an attempt to meet 
its requirement to timely file its return electronically
b. Why the steps were unsuccessful
c. The undue hardship that would result from compliance 
with the electronic filing requirement, including any in­
cremental costs to the taxpayer o f complying with the 
electronic filing requirements (Incremental costs are 
those costs that are above and beyond the costs to file 
on paper. The incremental costs must be supported by a 
schedule detailing the costs to file on paper and the 
costs to file electronically.)
7. A statement as to what steps the taxpayer will take to assure 
its ability to file future returns electronically
8. A statement (signed by an officer authorized to sign the re­
turn) with the following language:
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Under penalties of perjury, I declare that the information 
contained in this waiver request is true, correct, and 
complete to the best of my knowledge and belief.
Requests from the taxpayer’s tax adviser/preparer must include a 
valid power of attorney. The waiver request should not be at­
tached to the taxpayer’s paper tax return, and extension requests 
or payments should not be submitted with the waiver request.
Taxpayers are encouraged to submit electronic filing waiver re­
quests at least 45 days before the due date of the return, including 
extensions. This will give the IRS time to process the request. 
Until the IRS issues further guidance, taxpayers should file a 
waiver request with the Ogden Submission Processing Center at 
the address listed in the notice.
Listing of Published Guidance— 2005
Readers should be aware the IRS Web site contains a digest o f ex­
empt organizations published guidance issued in 2005 at http:// 
www.irs.gov/charities/content/0,,id= 133437,00.html including 
the following:
• Treasury Regulations. Digest of treasury regulations recently 
published on issues o f interest to tax-exempt organizations
• Revenue Rulings. Digest o f revenue rulings recently pub­
lished by the Internal Revenue Service on issues o f interest 
to tax-exempt organizations
• Revenue Procedures. Digest o f revenue procedures recently 
published by the IRS on issues o f interest to tax-exempt or­
ganizations
• Notices. Digest of notices recently published by the Inter­
nal Revenue Service on issues o f interest to tax-exempt or­
ganizations
• Announcements. Digest o f announcements recently pub­
lished in the Internal Revenue Bulletin on issues o f interest 
to tax-exempt organizations
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Additionally, the IRS Web site also contains an archive which 
presents digests o f IRS published guidance items o f interest to 
tax-exempt organizations. The archived guidance can be found at 
http://www.irs.gov/ charities/article/0„id= 151053,00.html.
More Clarification for the Charitable Donations of Vehicles
With the enactment of the American Jobs Creation Act of 2004, 
new tax rules apply to charitable donations of vehicles. The rules 
are explained in guidance issued by the IRS and Treasury Depart­
ment and can be found at http://www.irs.gov/charities/article/ 
0,,id=139559,00.html, and in IRS publications for donors and 
donees o f vehicles at http://www.irs.gov/charities/article/0,,id 
=132520,00.html.
In Announcement 2005-66 (Internal Revenue Bulletin 2005- 
39), the IRS announced the availability o f new Form 1098-C, 
Contributions of Motor Vehicles, Boats, and Airplanes, for use by 
donee organizations to report the contribution of qualified vehi­
cles under the new provisions. Instructions for the new form are 
also available at http://www.irs.gov/pub/irs-pdf/i1098c.pdf. 
Form 8283, Noncash Charitable Contributions, and its instruc­
tions, have also been updated at http://www.irs.gov/pub/irs-pdf/ 
i8283.pdf.
In IRS News Release #IR-2005-l49, the IRS reminded taxpayers 
about the requirement for a written acknowledgment of their ve­
hicle donations. This news release also clarified that a charity 
need not sell the vehicle in 2005 in order for the donor who do­
nated the vehicle in 2005 to receive a deduction for 2005. The 
news release can be viewed at http://www.irs.gov/irs/article/0„id= 
152127,00.html.
Abusive Transactions Involving Charitable Contributions 
of Easements
In recognition of our need to preserve our heritage, Congress al­
lowed an income tax deduction for owners of significant property 
who give up certain rights o f ownership to preserve their land or 
buildings for future generations.
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As discussed in last year's Alert, conservation easements are a part 
o f the rising concern about the nonprofit sector. The IRS has seen 
abuses of this tax provision that compromise the policy Congress 
intended to promote.
In March of 2006, the Commissioner o f the Tax Exempt and 
Government Entities o f the IRS stated the following before the 
Spring Public Lands Conference:
Our regulation of this area begins, of course, with the Internal 
Revenue Code. Easements are unusual within the context of 
philanthropy. Ordinarily, gifts of partial interests in property 
are not deductible as charitable contributions, and an ease­
ment, of course, is only a partial interest in property. However, 
Code Section 170(h) provides an exception to the partial inter­
est rule for qualified conservation contributions such as con­
servation easements.
To be deductible, the transfer of a conservation easement must 
meet the requirements of the Code and the very detailed rules 
of the income tax regulations. Thus, while there seems to be a 
popular perception that valuation of the easement is the only 
issue of concern, there are a myriad of other issues. The recipi­
ent must be a qualified organization (governments count) and 
the easement itself must be for a specific purpose.
I want to turn now to some of the problems and abuses we 
have been seeing with conservation easements.
• The first issue is limited duration easements.
• The second issue concerns requests to return easements.
• The third issue concerns non-uniform appraisal standards.
• The fourth issue is the sale of tax credits.
The entire speech can be viewed at http://www.irs.gov/pub/irs-tege/ 
miller_speech_3_28_06.pdf.
Notice 2004-41 (Internal Revenue Bulletin 2004-28), in addi­
tion to sounding a warning, also outlines the penalties, excise 
taxes, and consequences that will arise if improper deductions are 
taken. To see the outline o f the IRS program for conservation
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easements, go to Notice 2004-41 at http://www.irs.gov/pub/irs- 
irbs/irb04-28.pdf.
In addition to this notice, the IRS has taken steps to improve re­
porting. Form 1023, the application for tax-exempt status, has 
been modified to identify organizations with conservation ease­
ment donation programs. A checkbox was added to Form 990, 
the annual information return for exempt organizations, to iden­
tify organizations that receive conservation easement donations 
during the year. The IRS is considering changes to Form 8283, 
on which donors list donated property, to better identify donors 
o f such easements, and the IRS amended the instructions o f that 
form to better describe what is permissible.
The IRS’s comprehensive examination program will tackle all as­
pects of conservation easement misuse. The robust examination 
program will include investigating promoters, appraisers, con­
tributors, and the recipients. Several states will also work cooper­
atively in this effort.
Furthermore, readers should be aware that a proposal in the fiscal 
year 2007 budget plan released by the White House on February 
6, 2006, calls for significant penalties to be imposed on charities 
that fail to monitor and enforce conservation restrictions on do­
nated land for which charitable contribution deductions were 
claimed.
IRS Now Publicly Disclosing EO Proposed Denial Letters
On March 10, 2006, the IRS started disclosing letters proposing 
denial o f tax-exempt status as well as final adverse determination 
letters in response to continual contacts by tax analysts.
Private Foundation Tool
The Web-based tool called “The Life Cycle of a Private Founda­
tion” will assist private foundations in navigating the federal tax 
rules throughout the various stages o f development. The life cycle 
information starts with creating an organization and filing for 
tax-exempt status, then moves to filing requirements and ongo­
ing compliance and finishes with information for closing down 
organizations. For additional information, readers should go to
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the Web-based tool at http://www.irs.gov/charities/charitable/ 
article/0„id=127912,00.html.
Tax Law Changes Related to Hurricanes Katrina,
Rita, and Wilma
The Gulf Opportunity Zone Act o f2005, in general, expands the 
provisions of the Katrina Emergency Tax Relief Act o f 2005 to 
those affected by Hurricanes Rita and Wilma as well as Katrina. 
These two new laws provide certain tax breaks to help victims of 
the storms. The new laws alter the tax code to help individuals 
who suffered losses as a result of the hurricanes and make it easier 
for individuals and companies to engage in charity to benefit 
those affected by the hurricanes.
The terms G ulf Opportunity Zone (GO Zone), Rita GO Zone, 
Wilma GO Zone, Hurricane Katrina Disaster Area, Hurricane Rita 
Disaster Area, and Hurricane Wilma Disaster Area are defined at 
the end of the fact sheet. In total, five states, Alabama, Florida, 
Louisiana, Mississippi, and Texas, are affected.
To encourage charity, the new law suspends the limits on certain 
charitable contributions, creates an exemption for those housing 
Hurricane Katrina displaced individuals, increases the standard 
mileage rate for charitable use o f vehicles, and excludes from 
gross income mileage reimbursements to charitable volunteers.
IRS Publication 4492, Information for Taxpayers Affected by Hur­
ricanes Katrina, Rita and Wilma, provides a full explanation of the 
new laws and can be found at the following link: http://www.irs. 
gov/pub/irs-pdf/p4492.pdf.
Charity Scams Included in the IRS’s Dirty Dozen
The IRS’s “dirty dozen” for 2006 continues to include scams that 
are designed to exploit the laws governing charitable organiza­
tions. Readers should be aware o f the arrangements involving 
charities and not-for-profit organizations that are high on the 
2006 IRS dirty dozen tax scam list. They are credit counseling 
agencies (number 8 on the tax scam list), and the abuse of chari­
table organizations and deductions (number 9 on the tax scam 
list). One scam discussed in last year’s Alert, corporation sole, has
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been dropped from the list; in the wake of court cases against a 
number of promoters, fewer instances o f this kind of scam have 
been observed over the past year.
Credit Counseling Agencies. Taxpayers should be careful with 
credit counseling organizations that claim to be able to fix credit 
ratings, push debt payment plans, or impose high setup fees or 
monthly service charges that may add to existing debt. The IRS is 
in the process o f revoking the tax-exempt status o f 41 credit 
counseling organizations that:
• Operated under the guise o f educating financially dis­
tressed consumers with debt problems while providing lit­
tle or no financial education counseling, or
• Directed copious dollars to for-profit entities linked with 
the NFP organizations and paid excessive compensation to 
their chief executives.
As a result o f the findings o f the investigation, the IRS will be 
contacting all NFP credit counseling groups not yet investigated 
to ensure each one is in compliance. For written guidelines on 
how NFP credit counselors can comply with the law and retain 
tax-exempt status, go to http://www.irs.g0v/charities/article/0,,id 
= 156818,00.html.
Abuse o f Charitable Organizations and Deductions. The IRS has 
observed increased use of tax-exempt organizations to improperly 
shield income or assets from taxation. This can occur, for exam­
ple, when a taxpayer moves assets or income to a tax-exempt sup­
porting organization or donor-advised fund but maintains 
control over the assets or income, thereby obtaining a tax deduc­
tion without transferring a commensurate benefit to charity. The 
contribution o f a historic facade easement to a tax-exempt conser­
vation organization is another example. In many cases, local his­
toric preservation laws already prohibit the alteration o f the 
home’s facade, making the contributed easement superfluous. 
Even if the facade could be altered, the deduction claimed for the 
easement contribution may far exceed the easement’s impact on 
the value of the property.
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Sarbanes-Oxley Act and Not-for-Profits
Although most provisions o f the Sarbanes-Oxley Act o f 2002 
(Sarbanes-Oxley) are applicable only to publicly traded compa­
nies, the impact of its provisions continue to spill over to NFPs.
Various states have proposed or passed legislation aimed at im­
proving the transparency, accountability, and governance of 
NFPs. A discussion regarding some of that legislation follows. As 
of the writing o f this Alert, parts o f the proposed legislation were 
still in draft form and merit continuing observation.
Some Proposed Not-for-Profit Legislative Reforms
Iowa (S. 2274). This proposed legislation replaces the current 
NFP provisions with a revised model Nonprofit Corporation Act, 
which sets out general standards for directors and officers, and 
provisions governing when transactions involving director con­
flicts of interest may be allowed. In addition, it prohibits loans 
and/or guarantees to directors and or officers.
M aine (L.D . 1691). Proposed legislation, entitled the Act to 
Strengthen the Charitable Solicitations Act, makes the following 
change: When renewing registration as a charitable organization, 
the organization must submit an audited financial statement, in­
cluding federal IRS Form 990.
Massachusetts Legislation. In Massachusetts, the following have 
been adopted:
• Attorney General Bill (AG), the Act to Promote the Finan­
cial Integrity of Public Charities, has been enacted.
• FIB 4234 changed the requirements for state public chari­
ties regarding filing financial statements reviewed or au­
dited by an independent certified public accountant 
(effective October 13, 2004).
Michigan (S.B. 1115). This law amends the Charitable Organi­
zations and Solicitations Act.
New Hampshire (H.B. 1408). This act requires NFPs with rev­
enues in excess o f $500,000 to file the organizations most recent
25
audited financial report with the attorney general. The bill also 
changes the community needs assessment reporting requirement 
for Health Care charitable trusts from three to five years.
New York. Under consideration are the 2005 Charities Bureau 
Legislative Proposals, as follow:
• Attorney General Bills. AG 63-05, AG 64-05, AG 65-05, 
AG 67-05, AG 68-05
• New York Legislature. S.4111, A.7580, S.5238, A.7822, 
S.5237, A.7824, A.7579, S.5235, A.7825
For further details regarding the New York proposals, go to http:// 
www.oag.state.ny.us/charities/legislation.html.
Moreover, the New York State Attorney General plans to propose 
legislation calling for NFP chief executive officers (CEOs) to cer­
tify financial reports and adequacy of internal controls. The NFPs 
also would be required to demonstrate the independence of audit 
committees that certify financial statements and be free of con­
tracting relationships with the NFPs.
The proposed legislation would affect NYS registered NFPs with 
annual revenue of at least $250,000. The proposal is based on the 
commercially focused principles of Sarbanes-Oxley.
Rhode Island (H.B. 7962). Any NFP, with the exception of hos­
pitals, that pays its officers or directors more than $200,000 per 
year, shall not be entitled to NFP status.
The National Council o f Nonprofit Associations has compiled a 
chart describing these pending bills and proposals, which is avail­
able at www.ncna.org. There is a 2005 legislative overview report 
or a more often-updated state policy section on oversight and ac­
countability.
Web Site Tracks Filing Compliance by New York Charities
The New York State Attorney General's office created a Web site 
as part of a broader effort to improve transparency and account­
ability in the not-for-profit sector. The Web site provides compli­
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ance information for all nonprofit organizations registered in 
New York.
In particular, the Web site shows whether an organization is up to 
date in filing its annual reports and making other required disclo­
sures.
The New York State Attorney General recommends that officials 
of not-for-profit organizations check the Web site to ensure that 
appropriate filings have been received and processed by the Char­
ities Bureau.
Furthermore, the New York State Attorney General recommends 
that individuals, foundations, and government agencies that do­
nate or provide funding to charities check the Web site to confirm 
compliance when considering charitable donations or grants.
Under state law, charitable organizations must register with the 
Attorney General’s Charities Bureau and report annually on their 
use o f charitable funds raised through solicitation and other 
means. The Charities Bureau uses these annual filings to spot 
abuses and otherwise oversee the activities o f almost 50,000 regis­
tered not-for-profit organizations operating throughout the state.
The registry search site can be accessed through the New York At­
torney General’s Web site at the following Web address: http:// 
www.oag.state.ny.us/charities/search.html.
Passed Not-for-Profit Legislative Reform
A udit Threshold fo r Nonprofits Rises Under New Law fo r New 
Jersey. After several years o f advocacy, the proposed legislation 
was signed into law by Acting New Jersey Governor Richard J. 
Codey on January 10, 2006. Along with many other changes to 
the state’s Charitable Registration and Investigation Act, the bill 
includes provisions related to audit requirements. The new law 
increases the threshold amounts a charitable organization must 
raise before it is required to register or file financial statements 
from the current gross revenue in excess of $100,000 to gross rev­
enue in excess o f $250,000. The bill also adds a requirement that 
organizations undergoing financial statement audits must submit 
management letters to the Attorney General. These management
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letters will not be made available to the public. The new law takes 
effect in July 2006. To see a copy of the new law, go to www.njleg. 
state.nj.us, and under “bill search,” insert S204, legislative session
2004-2005.
Not-for-Profit Oversight Legislation Continues to Loom
In 2004, the Senate Finance Committee issued a staff discussion 
draft that outlined dozens o f possible new regulations on the 
NFP sector. Since then, the Senate Finance Committee and the 
House Ways and Means Committee have held several hearings on 
NFP oversight issues including nonprofit governance and ac­
countability. New legislation could emerge that represents the 
most significant change to NFP regulation since 1969.
Readers should continue to closely monitor the progress o f this 
proposed legislation and other initiatives to stop abuses by public 
charities. Furthermore, organizations may consider assessing their 
own governance, disclosures, and compliance with the tax laws to 
ensure they are operating to execute their exempt purpose.
The following Web sites will help monitor the progress o f the 
proposed legislation and initiatives:
• The Senate Finance Committee at http://finance.senate. gov/
• The House Ways and Means Committee at http://waysand 
means.house.gov/
• Panel on the Nonprofit Sector at http://www.nonprofitpanel. 
org
• The National Council o f Nonprofit Associations at http:// 
www.ncna.org
• The Library o f Congress (useful for checking on status of 
legislation, in particular, H.R. 4297) at http://thomas.loc. 
gov/
Tax Relief Act of 2005
H.R. 4297 (formerly known as S. 2020) was passed by the Senate 
on February 2, 2006, and passed by the House on March 16,
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2006. House and Senate conferees were unable to work out the 
differences in tax reconciliation legislation (H.R. 4297) before 
Congress began its Easter recess April 7, 2006. The Senate ver­
sion o f H.R. 4297 included many charitable giving incentives 
and reforms which mirrored the recommendations of the Panel 
on the Nonprofit Sector. The House version did not contain 
these provisions. Conference negotiations were apparently hin­
dered by provisions concerning the Alternative Minimum Tax 
(AMT). The conferees planned to continue their negotiations 
with a goal to reach a final agreement so that Congress could turn 
to the legislation when it returned on April 24, 2006. These char­
itable reforms did not survive the conference process, but all indi­
cations are that the charitable incentives and reforms will be 
included in future legislation. Although H.R. 4297 was signed 
into legislation by President Bush in May 2006 without the char­
itable reforms, the pension reform bill (H.R. 2830) may be the 
potential new legislative instrument used. H.R. 2830 has been 
passed by both houses of Congress already and approaching com­
pletion in conference negotiations. Readers should continue to 
monitor the potential charitable reform legislation as the focus in 
this area will continue.
Independent Sector
The Panel on the Nonprofit Sector, convened by the Indepen­
dent Sector, submitted a final report to Congress and the Non­
profit sector in June 2005. The final report includes and expands 
the ideas contained in the Panel’s March 1, 2005, Interim Report, 
which was discussed in last year’s Alert. The report includes an 
overview o f the charitable community, including its achieve­
ments, scope, and existing programs to improve ethics and ac­
countability. It describes the collaborative process used by the 
Panel o f the Nonprofit Sector and the principles on which the 
work was based. The focal point o f the report is the recommen­
dations, which offer a comprehensive approach to improving 
transparency and governance. The recommendations provide ap­
proaches aimed at maintaining the crucial balance between legit­
imate oversight and protecting the independence that charitable 
organizations need to remain innovative and effective. The final
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section o f the report outlines the issues that the Panel examined 
for inclusion in a special supplement to the Final Report.
Readers can view the final report in its entirety at http://www. 
nonprofitpanel.org/final/Panel_Final_Report.pdf.
In April 2006, the Panel on the Nonprofit Sector released addi­
tional recommendations to Congress as part of its continuing ef­
fort to strengthen the accountability o f the nation’s 1.3 million 
charitable organizations. The Supplemental Report focuses on 
nine areas, including international grantmaking and charitable 
solicitation. It is a companion to the Panel’s Final Report released 
in June 2005, which offered more than 120 actions to be taken 
by Congress, the IRS, and charitable organizations.
Readers can view the supplement to the final report in its entirety at 
http://www.nonprofitpanel.org/supplement/Panel_Supplement_ 
Final.pdf.
The Panel is also continuing to study recommendations for self­
regulation by the charitable sector, improvements to Forms 990 
and 990-PF, and uniform financial standards and reports.
Review the Response by Charities to Hurricane Katrina
The Ways and Means Subcommittee on Oversight has the re­
sponsibility to review the activities o f charities, assess what has 
worked, what has not worked, and how the effectiveness of char­
ities’ efforts can be improved. On December 13, 2005, a hearing 
was held to review how charities should further improve their re­
sponse to disasters.
The charitable response to Katrina was enormous, but involved sig­
nificant shortfalls. The hearing focused on the relief services pro­
vided by charitable organizations, and explored areas in which 
service delivery, preparedness, and coordination could be improved.
Specifically, the hearing focused on the following three main concerns:
• Improving the coordination between charities
• Ensuring that all Americans have access to and receive as­
sistance from charitable organizations during disasters (It is
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important that the Red Cross and other charities not over- 
look the needs of communities and individuals, including 
minorities, and those with disabilities or low incomes, who 
are harder to reach or need special attention.)
• Ensuring that charitable dollars are not lost to fraud (Al­
though disasters bring out the best in most people, they 
bring out the worst in others. In a number of cases, crimi­
nals have pretended to be charities and have stolen money 
intended for actual charities. In other instances, people 
pretending to be victims have taken advantage of charities 
and accepted money that could have been used to help ac­
tual victims.)
As of the writing of this Alert, no legislation has been enacted as 
a result o f the December 13, 2003, hearing. The hearing tran­
script can be viewed in its entirety at the following Web address 
http://waysandmeans.house. gov/hearings.asp?formmode=view& 
id=4682.
Uniform Management of Institutional Funds Act Update
As mentioned in last year's Alert, a drafting committee of the N a­
tional Conference o f Commissioners on Uniform State Laws 
(NCCUSL) is drafting proposed revisions to the Uniform Man­
agement o f Institutional Funds Act (UMIFA). (A uniform act is 
well-researched and drafted legislation proposed for enactment in 
the states. It addresses areas o f the law in which uniformity is de­
sirable and practical. States may adopt a uniform act with modi­
fications as determined by each particular state. Until adopted by 
a state, a uniform act is not law in that state.) The original 
UMIFA, which was drafted in 1972 and has not been revised 
since, has been adopted with or without modification in 47 states 
and in the District of Columbia.
UMIFA is significant to the accounting and reporting of endow­
ment funds in conformity with generally accepted accounting 
principles (GAAP). For example, paragraph 22 o f Financial 
Accounting Standards Board (FASB) Statement of Financial Ac-
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counting Standards No. 117, Financial Statements o f  Not-for- 
Profit Organizations, provides as follows:
A statement of activities shall report gains and losses recog­
nized on investments and other assets (or liabilities) as in­
creases or decreases in unrestricted net assets unless their use is 
temporarily or permanently restricted by explicit donor stipu­
lations or by law. For example, net gains on investment assets, 
to the extent recognized in financial statements, are reported as 
increases in unrestricted net assets unless their use is restricted 
to a specified purpose or future period. If the governing board 
determines that the relevant law requires the organization to 
retain permanently some portion of gains on investment assets 
of endowment funds, that amount shall be reported as an in­
crease in permanently restricted net assets.
In states that have adopted its provisions, UMIFA is the relevant 
law that a governing board considers in determining whether the 
organization must permanently retain some portion o f gains. 
Also, in states that have adopted UMIFA, a correlation generally 
exists between the historic dollar value of an endowment fund 
and the balance reported as permanently restricted net assets for 
that fund. If UMIFA was adopted without modification, historic 
dollar value is the value o f the original contribution at the date of 
the gift adjusted for additional contributions and any other 
amounts the donor or a law required to be added to those gifts.
In its most recent version (the February 2006 draft), the Execu­
tive Committee o f N C C U SL approved the request for a name 
change for UMIFA. The new Act will be the Uniform Prudent 
Management of Institutional Funds Act (UPMIFA) to help dis­
tinguish the “old” UMIFA from the “new” UMIFA. The Febru­
ary 2006 draft o f the Act provides modern articulations o f the 
prudence standards for the management and investment o f char­
itable funds and for endowment spending. The Uniform Prudent 
Investor Act (UPLA), an act promulgated in 1994 and already en­
acted in 43 jurisdictions, served as a model for many o f the revi­
sions. UPIA updates rules on investment decision making for 
trusts, including charitable trusts, and imposes additional duties 
on trustees for the protection of beneficiaries. UPMIFA applies 
these rules and duties to charities organized as nonprofit corpora-
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tions. For the complete details o f the new provisions, readers 
should view the February 2006 draft version of the UPMIFA.
We expect the profession to continue monitoring the develop­
ment and enactment of UPMIFA and collectively determine how 
it should be interpreted— just as it did for UMIFA when FASB 
Statement No. 117 was issued. If a state adopts UPMIFA (with 
or without modifications), consultations between legal counsel, 
the state CPA society, industry associations, the attorney general, 
and other interested parties should help to arrive at common un­
derstandings of the revised law.
The National Conference of Commissioners on Uniform State 
Laws is endeavoring to issue yet another draft of the Act by the 
end of the second quarter o f 2006. Readers can access the most 
current draft o f UPMIFA at http://www.law.upenn.edu/bll/ulc/ 
umoifa/feb2006draft.htm.
Audit and Attestation Issues and Developments
Alternative Investments— Auditing
Over the last 15 years, allocation of NFP assets to alternative in­
vesting strategies has grown, from 0.9 percent of assets in 1999 to 
9.8 percent in 2004, with hedge funds representing the largest 
share, according to the Community Foundation Investment Sur­
vey, conducted by the Council on Foundations in Washington 
D.C. Furthermore, as o f 2004, more than half of all foundations 
surveyed allocated at least a portion of their assets to alternative 
strategies, with four in ten investing in hedge funds, up from one 
in four the year before.
Alternative strategies involve investments other than those gener­
ally available in the traditional public markets. They include 
hedge funds, private equity, venture capital, real estate, deriva­
tives, managed futures, and natural resources. Alternative invest­
ments have a low correlation with the public markets, and can 
offer portfolio benefits through diversification and return en­
hancement, although some strategies involve more risk.
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In July 2005, the Accounting Standards Board’s (ASB’s) Audit Is­
sues Task Force issued two auditing Interpretations pertaining to 
auditing fair values. The first, Interpretation No. 1, “Auditing In­
terests in Trusts Held by a Third-Party Trustee and Reported at 
Fair Value” (AICPA, Professional Standards, vol. 1, AU sec.
9328.01—.04), interprets SAS No. 101, Auditing Fair Value Mea­
surements and Disclosures (AICPA, Professional Standards, vol. 1, 
AU sec. 328). The second, Interpretation No. 1, “Auditing In­
vestments in Securities Where a Readily Determinable Fair Value 
Does Not Exist” (AICPA, Professional Standards, vol. 1, AU sec.
9332.01—.04), interprets SAS No. 92, Auditing Derivative Instru­
ments, Hedging Activities, and Investments in Securities (AICPA, 
Professional Standards, vol. 1, AU sec. 332).
In addition to related changes to Chapters 6 and 8 o f the NPO 
Guide, the first auditing Interpretation provides guidance when 
auditing the fair value of interests in trusts held by a third-party 
trustee in circumstances in which the fair value of the interest in 
the trust is estimated using the fair value of investments for which 
a readily determinable fair value does not exist. The second audit­
ing Interpretation would provide guidance when auditing invest­
ments made with a third party in circumstances in which a 
readily determinable fair value does not exist.
The Interpretations address, among other matters, issues faced by 
auditors of not-for-profit organizations reporting at fair value (1) 
investments in conformity with Appendix A of chapter 8 o f the 
Audit and Accounting Guide Not-for-Profit Organizations or (2) a 
beneficial interest in conformity with paragraph 15 o f FASB 
Statement No. 136, Transfers o f Assets to a Not-for-Profit Organi­
zation or Charitable Trust That Raises or Holds Contributions for 
Others.
The Interpretations clarify that if the auditor determines that the 
nature and extent o f auditing procedures should include verifying 
the existence and testing the measurement of investments in secu­
rities (or interest in a trust that holds investments in securities), 
simply receiving a confirmation from a third party (including a 
trustee), either in aggregate or on an investment-by-investment 
basis, does not in and of itself constitute adequate audit evidence
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with respect to the valuation assertion. In addition, receiving such 
a confirmation for investments in aggregate does not constitute 
adequate audit evidence with respect to the existence assertion, al­
though receiving confirmation on an investment-by-investment 
basis typically would constitute adequate audit evidence with re­
spect to the existence assertion. Further, the Interpretations re­
mind readers o f management’s responsibility for establishing an 
accounting and financial reporting process for determining fair 
value measurements and indicate that if the auditor is unable to 
audit the existence or measurement of investments at the financial 
statement date, the auditor should consider whether that scope 
limitation requires an opinion qualification or disclaimer.
Those Interpretations apply to audits o f all nonissuers. One of 
the Interpretations uses the example of a not-for-profit organiza­
tion. Both Interpretations address at least in part difficulties in 
obtaining fair values for equity securities for which a readily de­
terminable fair value does not exist.
AICPA Governmental Audit Quality Center
The AICPA Governmental Audit Quality Center (GAQC) is a 
firm-based, voluntary membership center designed to improve 
the quality o f governmental audits (including audits o f NPOs) 
and the value o f such audits to purchasers o f governmental audit 
services. Governmental audits are audits and attestation engage­
ments performed under Government Auditing Standards (GAS, 
also called the Yellow Book) of NPOs; federal, state, or local gov­
ernments; and certain for-profit organizations, such as housing 
projects and colleges and universities that participate in govern­
mental programs or receive governmental financial assistance. 
The GAQC keeps member firms informed about the latest devel­
opments, as well as provides tools and information to help them 
better manage their audit practice. Firms that join demonstrate 
their commitment to audit quality by agreeing to adhere to cer­
tain membership requirements.
The GAQC has been in existence since September 2004. Since 
its launch, Center membership has grown to over 500 firms from 
50 states, the District o f Columbia, Puerto Rico, and the U.S.
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Virgin Islands. The membership accounts for 28 percent of the 
total number of single audits and 79 percent of the total federal 
expenditures covered by single audits performed by CPA firms in 
the Federal Audit Clearinghouse database (http://harvester.census. 
gov/sac/) for the year 2003 (the latest year with complete submis­
sion data).
The Center's focus is to promote the highest quality audits and to 
save firms time by providing a centralized place to find the infor­
mation they need, when they need it, to maximize quality and 
practice success. Center resources include:
• E-m ail news alerts on current audit and regulatory develop­
ments keep member firms informed about the latest devel­
opments
• Dedicated Center web site at www.aicpa.org/GAQC with 
Resources, Community, Events and Products, and a com­
plete listing of GAQC members in each state
• Online member discussion forums for sharing best practices 
and discussing issues firms are facing
• Web casts, web seminars, and teleconferences updating mem­
bers on a variety of technical, legislative, regulatory, and 
practice management subjects (note that these activities are 
archived on the GAQC Web site)
Help Desk—With all of the quality issues being noted in gov­
ernmental audits, your firm should consider joining the Cen­
ter. To enroll or learn more about the GAQC, including details 
on the membership requirements and fees for membership, go 
to www.aicpa.org/GAQC; or e-mail GAQC staff at GAQC@ 
aicpa.org. To preview member benefits, go to www.aicpa.org/ 
Memberships. You should also be aware that there are a num­
ber of other resources available from the AICPA to assist you in 
performing these audits, including technical guidance, practice 
aids, educational courses, and industry conferences. To view a 
summary of events and products that relate to this area, you 
should go to www.aicpa.org/GAQC/Events and www.aicpa. 
org/GAQC/Products.
36
Audit Documentation
In December 2005, the AICPA ASB issued Statement on Audit­
ing Standards (SAS) No. 103, Audit Documentation. SAS No. 
103 supersedes SAS No. 96, Audit Documentation (AICPA, Pro­
fessional Standards, vol. 1, AU sec. 339), and amends SAS No. 1, 
Codification o f Auditing Standards and Procedures (AICPA, Profes­
sional Standards, vol. 1, AU sec. 530, “Dating of the Independent 
Auditor’s Report”), as amended. SAS No. 103 establishes stan­
dards and provides guidance to auditors of nonissuers on audit 
documentation. The auditor must prepare audit documentation 
in connection with each engagement in sufficient detail to pro­
vide a clear understanding of the work performed (including the 
nature, timing, extent, and results o f audit procedures per­
formed); the audit evidence obtained and its source; and the con­
clusions reached. Audit documentation:
1. Provides the principal support for the representation in the 
auditor's report that the auditor performed the audit in ac­
cordance with generally accepted auditing standards 
(GAAS).
2. Provides the principal support for the opinion expressed 
regarding the financial information or the assertion to the 
effect that an opinion cannot be expressed.
Audit documentation is an essential element of audit quality. Al­
though documentation alone does not guarantee audit quality, 
the process o f preparing sufficient and appropriate documenta­
tion contributes to the quality o f an audit.
Audit documentation is the record of audit procedures per­
formed, relevant audit evidence obtained, and conclusions the 
auditor reached. Audit documentation, also known as working 
papers or workpapers, may be recorded on paper or on electronic 
or other media. When transferring or copying paper documenta­
tion to another media, the auditor should apply procedures to 
generate a copy that is faithful in form and content to the original 
paper document.2
2. There m ay be legal, regulatory, or other reasons to retain the original paper docu­
ment.
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Audit documentation includes, for example, audit programs,3 
analyses, issues memoranda, summaries of significant findings or 
issues, letters of confirmation and representation, checklists, ab­
stracts or copies of important documents, correspondence (in­
cluding e-mail) concerning significant findings or issues, and 
schedules of the work the auditor performed. Abstracts or copies 
of the organization’s records (for example, significant and specific 
contracts and agreements) should be included as part of the audit 
documentation if they are needed to enable an experienced audi­
tor to understand the work performed and conclusions reached. 
The audit documentation for a specific engagement is assembled 
in an audit file.4
The auditor need not retain in audit documentation superseded 
drafts of working papers or financial statements, notes that reflect 
incomplete or preliminary thinking, previous copies o f docu­
ments corrected for typographical or other errors, and duplicates 
of documents.
In addition to the objectives set out in paragraph 3 of SAS No. 
103, audit documentation serves a number of other purposes, in­
cluding:
• Assisting the audit team to plan and perform the audit;
• Assisting auditors who are new to an engagement and re­
view the prior year’s documentation to understand the 
work performed as an aid in planning and performing the 
current engagement;
• Assisting members of the audit team responsible for super­
vision to direct and supervise the audit work, and to review 
the quality of work performed;
• Demonstrating the accountability o f the audit team for its 
work by documenting the procedures performed, the audit 
evidence examined, and the conclusions reached;
3. See paragraph 5 o f  Statem ent on A uditing Standard (SA S) N o . 22 , Planning and Su­
pervision, as am ended, for guidance regarding preparation o f  audit program s.
4. T h e  au d it d ocum en tation  con tain ed  w ith in  the au d it file m ay con sist o f  cross- 
references to docum entation for audit engagem ents with related entities.
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• Retaining a record of matters of continuing significance to 
future audits of the same organization;
• Assisting quality control reviewers (for example, internal in­
spectors) who review documentation to understand how the 
engagement team reached significant conclusions and whether 
there is adequate evidential support for those conclusions;
• Enabling an experienced auditor to conduct inspections or 
peer reviews in accordance with applicable legal, regula­
tory, or other requirements; and
• Assisting a successor auditor who reviews a predecessor au­
ditor’s audit documentation.
For the purposes of SAS No. 103, experienced auditor means an 
individual (whether internal or external to the firm) who pos­
sesses the competencies and skills that would have enabled him or 
her to perform the audit. These competencies and skills include 
an understanding of (1) audit processes, (2) the SASs and applic­
able legal and regulatory requirements, (3) the business environ­
ment in which the entity operates, and (4) auditing and financial 
reporting issues relevant to the organization’s industry.
SAS No. 103 provides guidance on the form, content, and extent 
of audit documentation. It also discusses how to document sig­
nificant findings or issues including documenting audit evidence 
that is identified as being contradictory or inconsistent with the 
final conclusions, and how the auditor addressed the contradic­
tion or inconsistency. This SAS requires the identification of the 
preparer and reviewer of the audit work. In addition, it provides 
guidance on audit documentation o f the specific items tested, 
documentation if there is a departure from a SAS, revisions to 
audit documentation made after the date o f the auditor’s report, 
and the ownership and confidentiality of audit documentation. 
See SAS No. 103 for specific guidance.
Retention of Working Papers
SAS No. 103 says that the auditor should adopt reasonable pro­
cedures to retain and access audit documentation for a period of 
time sufficient to meet the needs of his or her practice and to sat­
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isfy any applicable legal or regulatory requirements for records re­
tention. Such retention period, however, should not be shorter 
than five years from the report release date. Statutes, regulations, 
or the audit firm’s quality control policies may specify a longer re­
tention period.
The SAS is effective for audits of financial statements for periods 
ending on or after December 15, 2006.
Significant and Common Engagement Deficiencies
The following are some deficiencies commonly noted on not-for- 
profit engagements during recent peer reviews and AICPA Pro­
fessional Ethics Division investigations of CPA firms. As cited in 
last year’s alert, the list continues to include some of the same de­
ficiencies identified in the past, indicating continuing problems 
with the same matters. Consider reviewing this brief list, and 
then consider whether your not-for-profit engagements may have 
similar deficiencies:
Significant Engagement Deficiencies
To address significant engagement deficiencies, the following re­
quired pronouncements are not implemented:
• FASB Statement No. 116, Accounting for Contributions 
Received and Contributions Made, and/or
• FASB Statement No. 117, Financial Statements o f Not-for- 
Profit Organizations
Common Engagement Deficiencies
Common engagement deficiencies include the following:
•  Failure to identify a voluntary health and welfare organiza­
tion as such
• Incorrect classification of contributions and related net as­
sets as unrestricted, temporarily restricted, or permanently 
restricted
• Failure to present a statement of cash flows (as required by 
FASB Statement No. 117)
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• Inadequate audit procedures to support the statement of 
functional expenses
• Improper accounting for restricted funds
• Inadequate format, titles, and presentation o f financial 
statements
Accounting Issues and Developments
Application of SOP 94-3 to Investments in For-Profit Entities 
(Interplay of the Scope of SOP 94-3 With Appendix A of Chapter 8 
of the NFP Guide)
Paragraph 8.03 of the NFP Guide states:
[Investments not covered by FASB Statement No. 124, FASB 
Statement No. 133, as amended, or AICPA Statement of Posi­
tion (SOP) 94-3, Reporting of Related Entities by Not-for-Profit 
Organizations, are referred to in this Guide as other invest­
ments. . . .Guidance for measuring other investments is dis­
cussed in Appendix A (paragraph 8.35).
Therefore, NFPs with investments in for-profit entities should 
first determine whether the for-profit entity is required to be con­
solidated in conformity with paragraph 5 of SOP 94-3, before 
considering whether the measurement guidance in Appendix A 
of chapter 8 o f the NFP Guide is applicable. Paragraph 5 of SOP 
94-3 provides that NFPs with a controlling financial interest in a 
for-profit entity through direct or indirect ownership of a major­
ity voting interest in that entity should follow the guidance in Ac­
counting Research Bulletin 51 (ARB51), Consolidated Financial 
Statements, in determining whether the financial position, results 
o f operations, and cash flows of the for-profit entity should be in­
cluded in the N F P 's financial statements. Therefore, NFPs that 
have a controlling financial interest in a for-profit entity through 
direct or indirect ownership of a majority voting interest in that 
entity, and that are required to consolidate that for-profit entity 
pursuant to paragraph 5 of SOP 94-3, should consolidate that 
subsidiary and should not look to Appendix A of Chapter 8 of 
the NFP Guide for guidance on measuring the investment.
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Net Asset Classifications
NFPs may have temporarily restricted net assets (purpose re­
stricted) resulting from earnings and the net appreciation on in­
vestments of donor-restricted endowments, as well as temporarily 
restricted net assets resulting from purpose-restricted contributions 
other than endowments. Paragraph 17 o f FASB Statement No. 116 
states that “if an expense is incurred for a purpose for which both 
unrestricted and temporarily restricted net assets are available, a 
donor-imposed restriction is fulfilled to the extent of the expense 
incurred unless the expense is for a purpose that is directly attribut­
able to another specific external source of revenue.” The footnote 
to that paragraph provides further explanation, including the state­
ment that “temporarily restricted net assets with time restrictions 
are not available to support expenses until the time restrictions 
have expired.” Thus, to the extent an NFP makes expenditures that 
meet donor-imposed purpose restrictions on net assets (including 
net assets resulting from earnings and/or appreciation), the NFP 
should reclassify net assets from temporarily to unrestricted, unless 
the expenditure is for a purpose that is directly attributable to an­
other specific external source of revenue or the temporarily re­
stricted net assets are subject to time restrictions that have not 
expired. The guidance applies to temporarily restricted net assets 
resulting from contributions other than endowments as well as 
temporarily restricted net assets resulting from endowment income 
and/or net appreciation. In circumstances in which the NFP makes 
expenditures that could satisfy more than one purpose restriction, 
GAAP does not define a hierarchy as to which purpose restrictions 
are met from among the various sources of temporarily restricted 
net assets. Accordingly, NFPs can choose which source o f tem­
porarily restricted net assets is decreased if an expense is incurred 
for a purpose for which more than one source o f temporarily re­
stricted net assets (contributions, endowment income, or net ap­
preciation) is available.5 Readers should refer to the discussion 
below for guidance regarding endowments.
5. Som e States lim it the availability o f  the appreciation o f  endow m ent funds available 
for expenditure in a particular year. For exam ple, Pennsylvania, in certain circum ­
stances, lim its the am ount o f  expenditure to 7  percent o f  the average m arket value o f  
investments at the end o f  the prior year.
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Restricted Net Assets
Paragraph 14 of FASB Statement No. 117 provides that informa­
tion about the nature and amounts o f different types o f perma­
nent or temporary restrictions should be provided either by 
reporting their amounts on the face of the statement of financial 
position or by including the relevant details in notes to financial 
statements. Accordingly, NFPs should inventory the nature and 
amount o f restricted net asset balances. To produce and support 
the information required by paragraph 14, in practice, NFPs typ­
ically maintain a listing of restrictions on individual gifts and en­
dowment funds (often, this is done by maintaining a separate 
record for each type o f restriction, akin to fund accounting). 
Without information about restrictions on individual gifts and 
endowment funds, management would be unable to fulfill its 
fiduciary responsibilities to donors and to substantiate that it has 
met donor’s restrictions.
Alternative Investments— Reporting
NFPs continue to increase their investments in various assets 
without readily determinable fair values. Many of these invest­
ments are frequently referred to as alternative investments, and 
hedge funds, private equity, venture capital, real estate, deriva­
tives, managed futures, and natural resources. Some NFPs report 
those investments at fair value in conformity with Appendix A, of 
Chapter 8 o f the NFP Guide, while others report them at cost, or 
perhaps using the equity method of accounting. Recent informa­
tion suggests that some not-for-profits may be measuring invest­
ments purported to be reported at fair value without adequate 
support for that valuation. For example, some not-for-profits be­
lieve they are reporting investments at fair value but may instead 
be using valuations provided by third parties, such as trustees or 
perhaps fund managers that are not adequately independent in 
determining the measure or who prepare measures that do not 
represent fair value in conformity with GAAP. If the NFP is re­
porting at fair value the auditor may need to determine that it is 
in fact fair value. (Readers should refer to the section entitled
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“Alternative Investments—Auditing” for a discussion of two Au­
diting Interpretations pertaining to alternative investments).
Auditors of not-for-profits with significant investments in alter­
native investments should carefully consider the not-for-profit’s 
exposure to risk. For instance, the auditor may consider risks as­
sociated with (1) whether the not-for-profit is acting as a prudent 
investor in compliance with donor stipulations and relevant laws, 
(2) the valuations of those alternative investments, and (3) poten­
tial effects on the organization’s ability to continue as a going 
concern. Although many alternative investments apparently have 
generated sizable investment returns over the last few years, there 
is no guarantee those rates o f return will continue.
Alternative investments may also be in a form that generates tax 
on unrelated business income to be reported on Form 990-T and 
that introduce a myriad of IRS requirements for information re­
turns about foreign corporations, reportable transactions, and 
foreign bank accounts.
The AICPA has formed an Alternative Investments Task Force 
(comprised of members representing NFP, health care, employee 
benefit plans, etc.) to consider internal control, financial report­
ing, and auditing issues pertaining to alternative investments.
Insurable Interest
Transactions exist in which donors donate an insurable interest in 
their life to an NFP, in conjunction with the issuance of an insur­
ance policy providing a beneficial interest to the NFP. The insur­
ance policy may be owned by the NFP or may be owned by a 
trust or third-party investor. The forms of these transactions vary, 
but typically involve exchange transactions between third parties 
who promote or sell the arrangements, other third-party in­
vestors, and the NFP. Such transactions may be complex and 
have both financial reporting and tax implications for NFPs.
Auditors should ensure that such transactions are properly ac­
counted for and disclosed in the NFP’s financial statements, and 
that any related tax liabilities are properly accrued. Also, auditors
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should consider whether such transactions violate federal or state 
law.
Related Party Transactions
Readers are reminded of the requirement to determine the exis­
tence of related-party relationships and transactions with such 
parties and to examine those transactions. The auditor o f a not- 
for-profit organization should be aware that the definition o f re­
lated parties in FASB Statement No. 57, Related Party Disclosures, 
includes an organization’s management and members of manage­
ment’s immediate family, as well as affiliated entities. Accord­
ingly, transactions with brother-sister organizations and certain 
national and local affiliates as well as entities whose officers or di­
rectors are members o f the not-for-profit organization’s governing 
board should be considered. Paragraph 2 of FASB Statement No. 
57 provides that financial statements should include disclosures 
o f material related party transactions, other than compensation 
arrangements, expense allowances, and other similar items in the 
ordinary course of business. When assessing materiality, qualita­
tive and quantitative characteristics should be considered in de­
termining the existence of such transactions.
The organization may consider implementing a policy that re­
quires an annual written disclosure by governing board members 
o f the details o f their transactions and other business involve­
ments with the organization, as well as disclosure of their other 
board memberships as a vehicle to identify such transactions.
FASB Statement No. 57 requires the following disclosures for 
material related-party transactions:
•  The existence and nature of the relationship
• A description of the transactions between the entities, sum­
marized if appropriate, for the period reported on, includ­
ing amounts, if any, and any other information deemed 
necessary to an understanding of the effects of those trans­
actions on the reporting organization’s financial statements
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• The dollar volume of transactions between the entities and 
the effects of any changes in the method o f establishing 
their terms from the preceding period
• Amounts due from or to the related entities, and, if not 
otherwise apparent, the terms and manner of settlement
Investment Expenses
Readers are reminded to disclose investment expenses as required 
by paragraph 13.27 o f the NFP Guide. Paragraph 13.27 states 
that investment revenues may be reported net o f related expenses, 
such as custodial costs and internal and external investment advi­
sory costs, provided that the amount of such expenses is disclosed 
either on the face of a statement o f activities or in notes to the fi­
nancial statements. Expenses that are netted against investment 
revenues should, however, be reported by their functional classifi­
cation on the separate statement that reports information about 
expenses by their natural classification as well as by their func­
tional classification in a matrix format (if the organization pre­
sents that statement).
Investment income (or return) may be shown gross or net o f ex­
penses (per paragraph 13.27 of the Guide), but if shown net, the 
amount o f expenses must be disclosed.
Below are illustrative examples:
Revenue:
Other revenue $ 1,650,000
Net investment income
(or return), net of expenses
of $1,707,248, etc. 13,819,103
An example of a note (probably part o f a longer note) would be as 
follows:
Note X: Investment Income
Investment income (or return) as reported is net of related ex­
penses of $1,707,248.
An example of the composition of investment return is as follows:
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C o m p o sitio n  o f  Investm ent R eturn :
20X 2 20X1
N et Investment Income (or return):
N e t  rea lized  a n d  u n rea lized  g a in s  (lo sses) $ 1 ,0 0 0 ,0 0 0 $ (2 ,0 0 0 ,0 0 0 )
In te re st $ 9 ,2 2 1 ,4 5 0 $ 8 ,3 7 2 ,8 8 1
D iv id e n d s 5 ,3 0 4 ,9 0 1 4 ,1 3 0 ,4 5 1
In v e stm e n t  in c o m e  (o r  re tu rn ) 1 5 ,5 2 6 ,3 5 1 1 0 ,5 0 3 ,3 3 2
In v e stm e n t  ex p en ses (1 ,7 0 7 ,2 4 8 ) (1 ,3 9 5 ,2 7 7 )
N e t  in v e stm e n t in c o m e  (o r  re tu rn ) 1 3 ,8 1 9 ,1 0 3 9 ,1 0 8 ,0 5 5
Implementation of FASB Interpretation No. 47
FASB Interpretation No. 47, Accounting for Conditional Asset Re­
tirement Obligations— an interpretation o f FASB Statement No. 
143, is expected to be arduous for some NFPs to implement. It 
requires recognition o f a liability for the fair value o f a condi­
tional asset retirement obligation (CARO) if the liability can be 
reasonably estimated. A common example of a CARO is the reg­
ulatory responsibility to handle and dispose o f asbestos in a spe­
cial manner if the asbestos is exposed when a building undergoes 
major renovations or is demolished. If there are plans or the ex­
pectation o f plans (for example, obsolescence) to undertake a ren­
ovation that would require removal o f the asbestos, an NFP 
generally will have to recognize a liability for the cost of removing 
and disposing o f asbestos. The process to determine a reasonable 
estimation of removal and disposal costs may be lengthy, so read­
ers are encouraged to begin the assessment early.
The fair value of the liability for the CARO should be recognized 
when incurred. A CARO would be reasonably estimated if it is 
evident that the fair value of the obligation is embodied in the ac­
quisition price o f the asset, if an active market exists for the trans­
fer of the obligation or if sufficient information exists to apply an 
expected present value technique. Sufficient information to apply 
an expected present value technique exists if either:
1. The settlement date and method have been specified by 
others, such as through law, regulation, or contract.
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2. Information is available to reasonably estimate the settle­
ment date or range of dates, method or potential method 
of settlement, and the probabilities associated with meth­
ods and dates.
Since sufficient information may not always be available to rea­
sonably estimate the fair value o f an asset retirement obligation, 
FASB Statement No. 143, Accounting for Asset Retirement Obliga­
tions, requires a liability to be recognized in the period during 
which sufficient information becomes available. If the asset retire­
ment obligation is not recognized, the following disclosures are 
required:
1. A description of the obligation
2. The fact that a liability has not been recognized because 
the fair value cannot be reasonably estimated, and
3. The reasons why fair value cannot be reasonably estimated
FASB Interpretation No. 47 is effective no later than the end of 
the fiscal year ending after December 15, 2005. Adoption of 
FASB Interpretation No. 47 may prompt the recording of asset 
retirement obligations in NFPs in which none had been recorded 
before and the implementation charge may be substantial. Below 
are illustrative example disclosures upon implementation:
• In the “Property” section o f the notes to the financial statements:
At December 31, 2005, property, plant, and equipment 
includes capitalized asset retirement obligations at a cost of 
$XXX and accumulated depreciation o f $XXX.
• Adoption o f the “New Accounting Pronouncement” section o f 
the notes to the financial statements:
Adoption of New Accounting Pronouncement— Financial 
Interpretation No. 47, Accounting for Conditional Asset Re­
tirement Obligations— In March 2005, the FASB issued 
FASB Interpretation No. 47. This Interpretation clarifies 
that the term conditional asset retirement obligation, as used 
in FASB Statement No. 143, Accounting for Asset Retire­
ment Obligations, refers to a legal obligation to perform an
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asset retirement activity in which the timing and (or) 
method of settlement is conditional on a future event that 
may or may not be within the control of the entity. The 
obligation to perform the asset retirement activity is un­
conditional even though uncertainty exists about the tim­
ing and (or) method of settlement. Uncertainty about the 
 timing or method o f settlement o f a conditional asset re­
tirement obligation should be factored into the measure­
ment of the liability when sufficient information exists to 
make a reasonable estimate of the fair value of the obliga­
tion. The Interpretation provides guidance for entities to 
use in determining if a liability can be reasonably estimated 
and reported. FASB Interpretation No. 47 is effective for 
fiscal years ending after December 15, 2005.
Effective December 31, 2005, the Organization deter­
mined it has legal obligations to perform certain asset re­
tirement activities associated with constructed facilities 
and equipment. The obligation was recognized in 2005 as 
a change in accounting principle that requires the recogni­
tion o f asset retirement obligations with a cumulative ef­
fect adjustment o f $XXX reflected in the consolidated 
statements of operations and changes in net assets and as a 
component o f other long-term liabilities on the consoli­
dated balance sheets.
• In the “Contingencies” section o f the notes to the financial 
statements:
Effective December 31, 2005, the Organization adopted 
the provisions of FASB Statement No. 143 as clarified by 
FASB Interpretation No. 47. An asset retirement obliga­
tion represents a legal obligation associated with the retire­
ment of a tangible long-lived asset that is incurred upon 
the acquisition, construction, development, or normal op­
eration of that long-lived asset. This standard requires the 
Organization to recognize asset retirement obligations in 
the period in which they are incurred, if a reasonable esti­
mate of fair value can be made. The asset retirement oblig­
ations are accreted to their present value at the end of each
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reporting period. The associated estimated asset retirement 
costs are capitalized as part of the carrying amount of the 
long-lived asset and depreciated over its useful life.
The Organization evaluated its leased and owned proper­
ties for potential asset retirement obligations under FASB 
Statement No. 143. Based on this review, the Organization 
identified obligations primarily related to the removal of 
certain materials previously utilized in the construction 
process and a storage tank. The total asset retirement oblig­
ation recognized as o f December 31, 2005 was $xxx, 
which is recorded as other long-term liabilities in the con­
solidated balance sheets.
• Second illustrative example o f notes to the financial statements:
In March 2005, the Financial Accounting Standards Board 
(FASB) issued FASB Interpretation No. 47. FASB Inter­
pretation No. 47 clarifies the term conditional asset retire­
ment obligation as it is used in FASB Statement No. 143, 
and requires a liability to be recorded if the fair value of the 
obligation to retire an asset can be reasonably estimated. 
Asset retirement obligations covered by FASB Interpreta­
tion No. 47 include those for which an entity has a legal 
obligation to perform an asset retirement activity, however 
the timing and (or) method o f settling the obligation are 
conditional on a future event that may or may not be 
within the control of the entity.
In accordance with FASB Interpretation No. 47, the entity 
records all known asset retirement obligations for which 
the fair value of the liability can be reasonably estimated, 
including certain obligations relating to regulatory remedi­
ation. As a result o f adopting the Interpretation, the entity 
recorded a cumulative effect o f change in accounting prin­
ciple o f $XXX in 2005. The entity recorded a liability for 
asset retirement obligation of $XXX and increased the car­
rying value of the related assets by $XXX, net o f accumu­
lated depreciation of $XXX.
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Also, because of the focus in FASB Interpretation No. 47 on the 
existence of legal obligations that would trigger asset retirement 
obligations, lawyers can be expected to play an increasingly im­
portant role in these disclosure determinations. Environmental 
lawyers and environmental consultants will have the opportunity 
to add value as these disclosure and accounting determinations 
are made by CEOs, CFOs, general counsel, and accounting firms 
in the coming months and years.
NFP Operating Measures
Readers are reminded that paragraph 23 of FASB Statement No. 
117, Financial Statements o f Not for Profit Organizations, provides 
that if an intermediate measure o f operations is reported and the 
term operations is not apparent from the details provided on the 
face of the statement, a note to financial statements should de­
scribe the nature of the reported measure of operations or the 
items excluded from operations. Paragraph 23 o f FASB State­
ment No. 117 is reproduced below:
Classifying revenues, expenses, gains, and losses within classes 
of net assets does not preclude incorporating additional classi­
fications within a statement of activities. For example, within a 
class or classes of changes in net assets, an organization may 
classify items as operating and nonoperating, expendable and 
nonexpendable, earned and unearned, recurring and nonrecur­
ring, or in other ways. This Statement neither encourages nor 
discourages those further classifications. However, because 
terms such as operating income, operating profit, operating sur­
plus, operating deficit, and results of operations are used with dif­
ferent meanings, if an intermediate measure of operations (for 
example, excess or deficit of operating revenues over expenses) 
is reported, it shall be in a financial statement that, at a mini­
mum, reports the change in unrestricted net assets for the pe­
riod. If an organization’s use of the term operations is not 
apparent from the details provided on the face of the state­
ment, a note to financial statements shall describe the nature of 
the reported measure of operations or the items excluded from 
operations.
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FASB Statement No. 117 does not define a measure of opera­
tions, but permits organizations wide latitude in choosing how to 
present the sequence of revenues, expenses, gains, and losses, so 
long as any measure of operations is in a statement that includes 
at least the total change in unrestricted net assets.
Because paragraph 23 of FASB Statement No. 117 essentially 
permits each organization to define operations as it wishes, wide 
variety is found in practice among organizations that choose to 
present such a measure. The following illustrate disclosures per­
taining to a measure of operations:
• Note X: Measure o f Operations:
In its statement of activities, the Center includes in its def­
inition of operations all revenues and expenses that are an 
integral part of its programs and supporting activities. In­
vestment income, including net realized and unrealized 
gains and losses, earned in excess of the Center's aggregate 
authorized spending amount, and contributions to tem­
porarily and permanently restricted net assets are recog­
nized as nonoperating support, revenues, gains, and losses.
• Note X: Measure o f Operations:
The Society includes in its definition o f operations all 
income and expenditures relating to its orchestra and sup­
porting activities. Investment income, including net real­
ized and unrealized gains and losses, earned in excess o f (or 
less than) the Society’s authorized spending rate is recog­
nized as nonoperating income.
• Note X: Results o f Operations:
The Organization has defined a measure of operations that 
considers all revenues and expenses to be related to opera­
tions, except endowment gains, expendable gifts invested 
in the endowment, expendable capital gifts, changes in the 
equity of [Affiliated Organization, and certain other addi­
tions, which are excluded from operations and included in 
the category called other changes.
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Technical Practice Aids on Guidance for Losses 
From Natural Disasters
The AICPA recently issued an accounting Technical Practice Aid 
(TPA), section 5400.05, “Accounting and Disclosures Guidance 
for Losses from Natural Disasters— Nongovernmental Entities,” 
regarding the accounting and disclosures for losses from natural 
disasters for nongovernmental entities.
In 2005, hurricanes devastated several states along the Gulf Coast 
o f the United States, took many lives, and caused considerable 
damage to entities. In its effort to provide financial reporting 
guidance on accounting and disclosures o f losses from natural 
disasters, AICPA staff identified certain accounting issues and 
provided a road map reference to relevant accounting literature for 
nongovernmental entities that will assist preparers and practitioners. 
For a more detailed discussion, readers should refer to the TPA at 
http://www.aicpa.org/download/acctstd/Natural_disaster_TPA_ 
5400.05.pdf.
The AICPA has also issued the following auditing TPAs in 
response to the hurricanes. These TPAs can be obtained at www. 
aicpa.org/members/div/auditstd/Recently_Issued_Technical_ 
Practice_Aids.asp. Auditors whose clients are affected by the hur­
ricanes or other natural disasters should follow the guidance in 
these TPAs, as appropriate.
• TPA 9070.05, “Consideration of Impact o f Losses From 
Natural Disasters Occurring After Completion o f Audit 
Field Work and Signing of the Auditors Report But Before 
Issuance o f the Auditor’s Report and Related Financial 
Statements”
• TPA 8345.01, “Audit Considerations When Client Evi­
dence and Corroborating Evidence in Support o f the Fi­
nancial Statements Has Been Destroyed by Fire, Flood, or 
Natural Disaster”
• TPA 8345.02, “Considerations When Audit Documenta­
tion Has Been Destroyed by Fire, Flood, or Natural Disaster”
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EITF Issues and FASB Staff Positions
The FASB is very active in issuing Emerging Issues Task Force 
(EITF) Issues and FASB Staff Positions (FSPs). Auditors should 
visit the FASB Web site to stay abreast of these many issues and 
understand those accounting requirements that may pertain to 
their client’s financial statements. In the AICPA general Audit 
Risk Alert—2005/06  you will find a list o f selected EITF Issues 
and FSPs that have been issued recently and have broad interest. 
Recently issued EITF Issues and FSPs that may be of particular 
interest to auditors o f not-for-profit organizations are discussed 
in this section of the Alert.
Some practitioners may inadvertently fail to consider FASB EITF 
consensus opinions when working on not-for-profit engage­
ments; however, EITF consensus opinions that do not conflict 
with guidance at levels (a) and (b) of GAAP are applicable to not- 
for-profit organizations. Therefore, we present these EITF Issues 
for consideration on your engagements. Readers should be aware 
that the guidance in EITF Issues No. 04-5, “Determining 
Whether a General Partner, or the General Partners as a Group, 
Controls a Limited Partnership or Similar Entity When the Lim­
ited Partners Have Certain Rights,” and No. 02-14, “Whether an 
Investor Should Apply the Equity Method of Accounting to In­
vestments Other Than Common Stock,” should be considered in 
conjunction with the guidance brought forward from the super­
seded Guides (paragraphs A.10 through A.13 included in Appen­
dix A o f Chapter 8 in the NFP Guide) and the guidance in 
AICPA SOP 94-3, Reporting o f Related Entities by Not-for-Profit 
Organizations. (NFP Guide, Chapter 8, Appendix B, paragraph 
8.36). Thus, those consensus opinions do not apply to invest­
ments that are held in portfolios that are reported at current mar­
ket value or fair value. H owever, those consensus opinions should 
be considered if other investments are reported at cost or lower of 
cost or market/fair value.
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EITF Issue No. 04-5, “Determining Whether a General 
Partner, or the General Partners as a Group, Controls a 
Limited Partnership or Similar Entity When the Limited 
Partners Have Certain Rights”
EITF Issue No. 04-5, “Determining Whether a General Partner, 
or the General Partners as a Group, Controls a Limited Partner­
ship or Similar Entity When the Limited Partners Have Certain 
Rights,” provides a framework to determine whether the general 
partners in a limited partnership control a limited partnership or 
similar entity when the limited partners have certain rights. EITF 
Issue No. 04-5 does not apply to a general partner that carries its 
investment in the limited partnership at fair value in conformity 
with Appendix A of Chapter 8 of the NFP Guide (that is, with 
changes in fair value reported in the statement of activities in ac­
cordance with GAAP). If an organization is required to apply the 
consolidation guidance included in ARB51 and FASB Statement 
No. 94, Consolidation o f A ll Majority-Owned Subsidiaries, to its 
investment in a limited partnership, it is within the scope of 
EITF Issue 04-5.
The general partner’s control of a limited partnership is presumed 
regardless o f the extent o f the general partners’ ownership inter­
est. Assessment o f whether the rights o f limited partners over­
come the presumption o f control is a matter o f judgment that 
depends on facts and circumstances. The general partners do not 
control a limited partnership if the limited partners have either
(1) substantive ability to dissolve (liquidate) the limited partner­
ship or otherwise remove the general partner(s) without cause, or
(2) substantive participating rights.
EITF Issue No. 04-5 is effective (1) after June 29, 2005, for gen­
eral partners of all new limited partnerships formed and for exist­
ing limited partnerships for which the partnership agreements are 
modified; and (2) no later than the beginning o f the first report­
ing period in fiscal years beginning after December 15, 2005, for 
general partners in all other limited partnerships.
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FASB Staff Position No. FAS 143-1, “Accounting for 
Electronic Equipment Waste Obligations”
NFPs that conduct business with a European Union (EU)-member 
country and use electronic equipment that are affected by an EU 
directive on disposing of electrical waste and electronic equipment 
will have to account for any disposal obligations under FASB State­
ment No. 143. Such equipment is dependent on electric currents 
or electromagnetic fields in order to work properly, including but 
not limited to large household appliances, small household appli­
ances, information technology (IT), and telecommunications 
equipment, consumer equipment, lighting equipment, monitoring 
and control instruments, and automatic dispensers.
Readers should refer to the FASB Web site at http://www.fasb. 
org/fasb_staff_positions/fsp_fas143-1.pdf for further informa­
tion on this FSP, including the scope and effective date.
FASB Staff Positions No. FAS 115-1 and No. FAS 124-1, “The 
Meaning of Other-Than-Temporary Impairment and Its 
Application to Certain Investments”
FSPs No. 115-1 and 124-1, “The Meaning o f Other-Than- 
Temporary Impairment and Its Application to Certain Invest­
ments,” address the determination as to when an investment is 
considered impaired, whether that impairment is other than tem­
porary, and the measurement o f an impairment loss. The FSP 
also includes accounting considerations subsequent to the recog­
nition of an other-than-temporary impairment and requires cer­
tain disclosures about unrealized losses that have not been 
recognized as other-than-temporary impairments. The guidance in 
the FSP amends FASB Statements No. 115, Accounting for Certain 
Investments in Debt and Equity Securities, and No. 124, Account­
ing for Certain Investments Held by Not-for-Profit Organizations, 
and Accounting Principles Board (APB) Opinion No. 18, The 
Equity Method o f Accounting for Investments in Common Stock. 
Appendix B to the FSP shows the amendments to those pro­
nouncements. Readers should refer to the FASB Web site at http:// 
www.fasb.org/ fasb_staff_positions/fsp_fas 115-1&fas124-1.pdf
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for further information on this FSP, including the scope and ef­
fective date.
FASB Staff Position 13-1, “Accounting for Rental Costs 
Incurred during a Construction Period”
Accounting guidance for leasing arrangements is provided in 
FASB Statement No. 13, Accounting for Leases, as amended and 
interpreted. This FSP was issued in response to questions as to 
whether lessees can capitalize rental costs associated with ground 
and building operating leases that are incurred during a construc­
tion period. FSP No. FAS 13-1 states that there is no distinction 
between the right to use a leased asset during the construction pe­
riod and the right to use that asset after the construction period. 
Rental costs associated with ground or building operating leases 
and incurred during a construction period are therefore recog­
nized as rental expense and included in income from continuing 
operations. FASB Statement No. 13 and FASB Technical Bulletin 
85-3, Accounting for Operating Leases with Scheduled Rent In­
creases, provide guidance to determine how to allocate rental costs 
over the lease term.
FSP No. FAS 13-1 should be applied to the first reporting period 
beginning after December 15, 2005. Earlier adoption is permit­
ted for financial statements or interim financial statements that 
have not been issued. Lessees are required to cease capitalizing 
rental costs as o f the effective date o f FSP No. FAS 13-1 for oper­
ating lease arrangements entered into prior to the FSP’s effective 
date.
FASB Staff Position No. 106-2, “Accounting and Disclosure 
Requirements Related to the Medicare Prescription Drug, 
Improvement and Modernization Act of 2003”
The guidance in FSP No. 106-2, “Accounting and Disclosure Re­
quirements Related to the Medicare Prescription Drug, Improve­
ment and Modernization Act o f 2003,” related to the accounting 
for the subsidy applies only to the sponsor of a single-employer 
defined benefit postretirement health care plan for which:
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• The employer has concluded that prescription drug bene­
fits available under the plan to some or all participants for 
some or all future years are “actuarially equivalent” to 
Medicare Part D and thus qualify for the subsidy under the 
Act, and
• The expected subsidy will offset or reduce the employers 
share of the cost of the underlying postretirement prescrip­
tion drug coverage on which the subsidy is based.
This FSP also provides guidance for the disclosures about the ef­
fects o f the subsidy for an employer that sponsors a postretire­
ment health care benefit plan that provides prescription drug 
coverage but for which the employer has not yet been able to de­
termine actuarial equivalency.
Readers should refer to the FASB Web site at http://www.fasb.org 
/fasb_staff_positions/fsp_fas106-2.pdf for further information 
on this FSP, including the scope and effective date.
FSP No. FIN 45-3, “Application of FASB Interpretation 
No. 45 to Minimum Revenue Guarantees Granted to a 
Business or Its Owners”
FSP No. FIN 45-3, “Application of FASB Interpretation No. 45 to 
Minimum Revenue Guarantees Granted to a Business or Its Own­
ers,” applies to entities that issue minimum revenue guarantees.
This FSP amends FASB Interpretation No. 45, Guarantor's Ac­
counting and Disclosure Requirements for Guarantees, Including In­
direct Guarantees o f Indebtedness o f Others. Paragraph 3(a) through 
3(d) o f FASB Interpretation No. 45 provides characteristics o f 
contracts that are included in the scope o f that Interpretation. 
The characteristic in paragraph 3(a) is contracts that contingently 
require the guarantor to make payments to the guaranteed party 
based on changes in an underlying that is related to an asset, a li­
ability, or an equity security o f the guaranteed party. Paragraph 
3(a) lists examples of contracts with that characteristic. The list is 
not all-inclusive. FSP No. FIN  45-3 adds an example to the 
listing— a guarantee granted to a business or its owner(s) that the 
revenue o f the business (or a specific portion of the business) for
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a specified period of time will be at least a specified amount (re­
ferred to in the FSP as a minimum revenue guarantee).
FSP No. FIN 45-3 is effective for new minimum revenue guaran­
tees issued or modified on or after the beginning of the first fiscal 
quarter following November 10, 2005. Earlier application is per­
mitted. The disclosure requirements in paragraphs 13 through 16 
o f FASB Interpretation No. 45 should be applied to all minimum 
revenue guarantees in financial statements of interim or annual 
periods ending after the beginning of the first fiscal quarter fol­
lowing November 10, 2005.
FASB Staff Position No. APB 18-1, “Accounting by an 
Investor for Its Proportionate Share of Accumulated Other 
Comprehensive Income of an Investee Accounted for under 
the Equity Method in Accordance with APB Opinion No. 18 
upon a Loss of Significant Influence”
The FASB issued guidance for investors that account for invest­
ments following the guidance in APB Opinion No. 18.
Under APB Opinion No. 18, an investor records its proportion­
ate share of the investee’s net income or net loss as investment in­
come and a corresponding increase or decrease to the investment 
account. An investor records its proportionate share o f an in­
vestee’s equity adjustments for other comprehensive income as 
increases or decreases to the investment account with a corre­
sponding adjustment in equity. See paragraph 19(e) o f APB 
Opinion No. 18 and paragraph 121 of FASB Statement No. 130, 
Reporting Comprehensive Income.
FSP No. APB 18-1, “Accounting by an Investor for Its Propor­
tionate Share of Accumulated Other Comprehensive Income of 
an Investee Accounted for under the Equity Method in Accor­
dance with APB Opinion No. 18 upon a Loss of Significant In­
fluence,” provides guidance for investors on accounting for their 
proportionate share o f an investee’s equity adjustments for other 
comprehensive income upon loss o f significant influence. FSP 
No. APB 18-1 requires that investors offset their proportionate 
share o f an investee’s equity adjustments for other comprehensive 
income against the carrying value of the investment at the time
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significant influence is lost. If the offset would result in an invest­
ment with a carrying value that is less than zero, the investor 
should reduce the investment carrying value to zero and record 
the remaining balance to income.
FSP No. APB 18-1 does not provide guidance for entities that 
have historically not recorded their proportionate share of an in­
vestee’s equity adjustments for other comprehensive income. FSP 
No. APB 18-1 is effective as of the first reporting period begin­
ning after July 12, 2005.
Recent Auditing, Attestation, and Quality Control 
Pronouncements and Related Guidance
Presented below is a list of auditing, attestation, and related guid­
ance issued since the publication o f last year’s Alert. For informa­
tion on auditing and attestation standards, quality control 
standards, and related guidance that may have been issued subse­
quent to the writing of this Alert, please refer to the AICPA Web 
site at www.aicpa.org/members/div/auditstd/technic.htm.
You may also look for announcements of newly issued standards 
in the CPA Letter, Journal o f Accountancy, and the quarterly elec­
tronic newsletter, In Our Opinion, issued by the AICPA’s Audit­
ing Standards team and available at www.aicpa.org/members/ 
div/auditstd/opinion/index.htm.
Note: SAS No. 104 through No. 111 were issued together and are 
known as the “risk assessment” standards. They apply to audits 
conducted in accordance with GAAS.
S ta te m e n t  o n  A u d it in g  
S ta n d a rd  (S A S ) N o .  1 1 2  
( Ju n e  2 0 0 6 )
(S A S ) N o .  111 
(M a rc h  2 0 0 6 )
S A S  N o . 1 1 0  
(M a rc h  2 0 0 6 )
S A S  N o .  10 9  
(M a rc h  2 0 0 6 )
Com m unicating Internal Control Related M atters 
Identified in an A udit
Amendment to Statem ent on A uditing Standards 
No. 39, A udit Sam pling
Perform ing A udit Procedures in Response to Assessed 
Risks an d  Evaluating the A udit Evidence O btained
Understanding the Entity an d  Its Environm ent an d  
Assessing the Risks o f  M aterial M isstatem ent
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S A S  N o .  10 8  
(M a rc h  2 0 0 6 )
S A S  N o .  1 0 7  
(M a rc h  2 0 0 6 )
S A S  N o .  1 0 6  
(M a rc h  2 0 0 6 )
S A S  N o .  10 5  
(M a rc h  2 0 0 6 )
S A S  N o .  1 0 4  
(M a rc h  2 0 0 6 )
S A S  N o . 10 3  
(D e c e m b e r  2 0 0 5 )  
(A p p licab le  to  a u d its  
c o n d u c te d  in  acco rd an ce  
w ith  ge n e ra lly  acce p te d  
a u d it in g  s ta n d a rd s  
(G A A S ))
S A S  N o .  1 0 2  
S ta te m e n t  o n  S ta n d a rd s  
fo r  A tte s ta t io n  
E n g a g e m e n ts  (S S A E )
N o . 13
(D e c e m b e r  2 0 0 5 )  
(A p p licab le  to  a u d its  
c o n d u c te d  in  acco rd an ce  
w ith  G A A S )
A I C P A  A u d it in g  
In te rp re ta t io n  N o .  1 o f  
A U  se c tio n  3 2 8 ,
A uditing F air Value 
M easurements an d  
Disclosures 
A I C P A  A u d it in g  
In te rp re ta t io n  N o .  1 
o f  A U  se c tio n  3 3 2 , 
A uditing D erivative 
Instruments, H edging 
Activities, an d  Investments 
in Securities 
( Ju ly  2 0 0 5 )
Planning an d  Supervision
A udit Risk an d  M ateriality in Conducting an A udit 
A udit Evidence
Amendment to Statem ent on A uditing Standards 
No. 95, Generally Accepted A uditing Standards
Amendment to Statem ent on A uditing Standards No. 1, 
Codification o f  A uditing Standards an d  Procedures 
("D ue Professional Care in the Performance o f  Work”)
A udit Documentation T h is  S A S  su p ersed es S A S  N o . 9 6  
o f  th e  sam e  n a m e  (A IC P A , Professional Standards, 
vo l. 1, A U  sec. 3 3 9 ) .
T h is  S A S  e stab lish es s ta n d a rd s  a n d  p ro v id e s  g u id a n c e  
to  an  a u d ito r  o f  a  n o n issu e r  o n  a u d it  d o c u m e n ta t io n . 
A u d it  d o c u m e n ta t io n  is an  essen tia l e le m e n t o f  a u d it  
quality . A lth o u g h  a u d it  d o c u m e n ta t io n  a lo n e  d o e s  n o t  
g u ara n te e  a u d it  qu a lity , th e  p ro ce ss  o f  p re p a r in g  
su ffic ie n t  a n d  a p p ro p r ia te  a u d it  d o c u m e n ta t io n  
c o n tr ib u te s  to  th e  q u a lity  o f  an  au d it.
D efining Professional Requirements in Statements on 
A uditing Standards a n d  S ta te m e n t  o n  S ta n d a rd s  fo r 
A tte s ta t io n  E n g a g e m e n ts  (S S A E ) N o .  1 3 , D efining 
Professional Requirements in Statements on Standards fo r  
Attestation Engagements
T h e se  S ta te m e n ts  d e fin e  th e  te rm in o lo g y  th e  A S B  w ill 
u se  to  d e sc rib e  th e  d e gre e s o f  re sp o n sib ility  th a t  th e 
req u irem en ts  im p o se  o n  the au d ito r  o r  th e practition er.
“A u d it in g  In terests in  T ru sts  H e ld  b y  a  T h ird -P a r ty  
T ru stee  a n d  R e p o r te d  at F a ir  V alu e”
“A u d it in g  In v e stm e n ts  in  S e cu ritie s  W h e re  a  R e ad ily  
D e te rm in a b le  F a ir  V alu e  D o e s  N o t  E x is t ”
T h e se  In te rp re ta t io n s  c lar ify  th a t s im p ly  rece iv in g  a  
c o n firm a tio n  fro m  a  th ird  p a rty  ( in c lu d in g  a  tru stee) 
d o e s  n o t  in  a n d  o f  i t s e l f  c o n stitu te  a d e q u a te  a u d it  
ev id en ce  w ith  re sp e c t  to  th e  v a lu a t io n  a sse r t io n  o f  
in tere sts in  tru sts  o r  in v e stm e n ts  in  secu ritie s . T h e  
In te rp re ta t io n s  a lso  re iterate  th e re sp o n sib ility  o f  
m a n a g e m e n t  to  in st itu te  a c c o u n tin g  a n d  fin a n c ia l 
re p o rt in g  p ro ce sse s  fo r  th e  d e te rm in a t io n  o f  fa ir  v a lu e  
m e asu re m e n ts . A c c o r d in g  to  th e In te rp re ta t io n s , i f  the 
au d ito r  is u n ab le  to  au d it  th e ex isten ce o r  m e asu re m e n t
(continued)
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(A p p licab le  to  a u d its  
c o n d u c te d  in  acco rd an ce  
w ith  G A A S )
A I C P A  T ech n ica l 
P rac tice  A id  9 0 7 0 .0 5  
(A u g u st  2 0 0 5 )  
(n o n au th o rita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id  8 3 4 5 .0 1  
(S e p te m b e r  2 0 0 5 )  
(n o n au th o r ita t iv e )
A I C P A  T e ch n ica l 
P ractice  A id  8 3 4 5 .0 2  
(S e p te m b e r  2 0 0 5 )  
(n o n au th o rita t iv e )
A I C P A  P rac tice  A lert 
2 0 0 5 -1
(S e p te m b e r  2 0 0 5 )  
(n o n au th o rita t iv e )
A I C P A  A u d it  a n d  
A c c o u n t in g  P rac tice  A id  
(n o n a u th o r ita t iv e )
A I C P A  A u d it  a n d  
A c c o u n t in g  P rac tice  A id  
(n o n au th o r ita t iv e )
A c c o u n t in g  T re n d s 
&  T e c h n iq u e s  
(n o n au th o rita t iv e )
G u id a n c e  o n  
M a n a g e m e n t  O v e rrid e  
o f  In te rn a l C o n tro ls  
(n o n au th o rita t iv e )
o f  in tere sts in  in v e stm e n ts  in  secu ritie s  a t  th e f in a n c ia l 
s ta te m e n t  d a te , th e  a u d ito r  sh o u ld  c o n sid e r  w h eth er 
th a t sc o p e  lim ita t io n  req u ire s th e  a u d ito r  to  q u a lify  
h is o r  h er o p in io n  o r  d isc la im  an  o p in io n .
“ C o n s id e ra t io n  o f  Im p a c t  o f  L o sse s  F r o m  N a tu ra l  
D isa ste rs  O c c u r r in g  A fte r  C o m p le t io n  o f  A u d it  F ie ld  
W o rk  a n d  S ig n in g  o f  th e  A u d ito r ’s R e p o r t  B u t  B e fo re  
Issu an ce  o f  th e  A u d ito r ’s R e p o r t  a n d  R e la te d  F in an c ia l 
S ta te m e n ts”
“A u d it  C o n s id e ra tio n s  W h e n  C lie n t  E v id e n c e  a n d  
C o r ro b o r a t in g  E v id e n c e  in  S u p p o r t  o f  th e F in a n c ia l 
S ta te m e n ts  H a s  B e e n  D e stro y e d  b y  F ire , F lo o d , o r 
N a tu ra l  D isa ste r ”
“ C o n s id e ra t io n s  W h e n  A u d it  D o c u m e n ta t io n  H a s  
B e e n  D e stro y e d  b y  F ire , F lo o d , o r  N a tu ra l  D isa s te r ”
A uditing Procedures With Respect to Variable Interest 
Entities
T h e  p u rp o se  o f  th is  P rac tice  A le rt  is to  p ro v id e  
g u id a n c e  to  a u d ito r s  in  p la n n in g  a n d  p e r fo rm in g  
a u d it in g  p ro c e d u re s  w ith  re sp e c t to  v a riab le  in tere st 
en titie s .
SA S N o. 7 0  Reports an d  Employee Benefit Plans 
T h is  p u b lic a t io n  p ro v id e s  g u id a n c e  o n  th e  u se  o f  
S ta te m e n t  o n  A u d it in g  S ta n d a rd s  (S A S ) N o .  7 0  
re p o rts  in  a u d its  p e r fo rm e d  in  ac c o rd an c e  w ith  
G A A S . In  a d d it io n , th is p u b lic a t io n  in c lu d e s  
c h e ck lists  a n d  fo rm s  to  h e lp  im p le m e n t  th e  g u id an ce .
A uditing Recipients o f  Federal Awards: Practical Guidance 
fo r  Applying O M B C ircular A -133, th ird  e d itio n  
T h is  n ew  e d it io n  co v ers th e  2 0 0 3  rev is io n  to  
G o v e rn m e n t  A u d it in g  S ta n d a rd s . It  in c lu d e s a  
C D - R O M  c o n ta in in g  d e ta ile d  p ro g ra m s  a n d  
ch e ck lists  to  a ss is t  in  th e  a u d its  o f  e n titie s  th a t  receive 
fed era l ass istan ce .
N ot-for-Profit O rganizations 
T h is  p u b lic a t io n  p ro v id e s  ex ten siv e  illu stra tiv e  
fin a n c ia l s ta te m e n ts  a n d  n o te  d isc lo su re s  fo r  
n o t- fo r-p ro fit  o rg an iz a tio n s .
M anagem ent Override o f  Internal Controls: The Achilles’ 
H eel o f  F rau d  Prevention— The A udit Committee an d  
Oversight o f  F in an cial Reporting 
T h is  g u id a n c e  is av a ilab le  th ro u g h  th e  A I C P A  A u d it  
C o m m it te e  E ffe c tiv e n e ss  C e n te r  a t  w w w .a icp a .o rg / 
a u d c o m m c tr  (g o  to  “ S p o t lig h t  A re a”).
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A I C P A  T o o lk it  
(n o n au th o rita t iv e )
A I C P A  T o o lk it  
(n o n a u th o r ita t iv e )
The AICPA A udit Committee Toolkit: Not-for-Profit 
O rganizations
T h is  to o lk it  p ro v id e s  a  co m p re h e n siv e  se t o f  b e st  
p rac tice s  fo r  a u d it  c o m m itte e s  o f  n o t- fo r-p ro fit  
o rg a n iz a tio n s  to  h e lp  th e m  carry  o u t  th e ir 
re sp o n sib ilit ie s  effectively . T h e  n o t- fo r-p ro fit  to o lk it  
covers go v e rn an ce  to p ic s  ra n g in g  fro m  in c re a s in g  th e 
u se fu ln e ss  o f  th e  a u d it  c o m m itte e  ch arter a n d  h ir in g  
th e  c h ie f  a u d it  ex ecu tiv e  to  c o n d u c t in g  an  ex ecu tiv e  
se ssio n  a n d  e v a lu a tin g  in d e p e n d e n t  a u d ito r s . It  is 
av a ilab le  th ro u g h  th e A I C P A  A u d it  C o m m it te e  
E ffe c tiv e n e ss  C e n te r  a t  w w w .a ic p a .o rg /a u d c o m m c tr /  
to o lk it sn p o /h o m e p a g e .h tm .
The AICPA A udit Committee Toolkit: Government 
O rganizations
T h is  to o lk it  co v ers a  v arie ty  o f  go v e rn an ce  to p ic s , 
in c lu d in g  c o n d u c t in g  an  e xecu tiv e  se ssio n , d isc u ssio n s  
to  e x p e c t  fro m  th e  in d e p e n d e n t  au d ito r , p e e r  review  
o f  C P A  firm s, e v a lu a tin g  in d e p e n d e n t  a u d ito r s , fra u d , 
a n d  in te rn a l co n tro ls . I t  is av a ilab le  th ro u g h  th e  
A I C P A  A u d it  C o m m it te e  E ffe c tiv e n e ss  C e n te r  at 
w w w .a icp a .o rg /a u d c o m m c tr /to o lk it sg o v t /  
h o m e p a g e .h tm .
As necessary, auditors should obtain and understand the com­
plete text o f the applicable standards and other guidance. You 
should visit the applicable Web site for complete information.
Auditing Standards Available on AICPA Web Site
The standards and interpretations promulgated by the AICPA 
ASB are available free of charge by visiting the AICPA Audit and 
Attest Standards Team’s page at www.aicpa.org/members/div/ 
auditstd/Auth_Lit_for_NonIssuers.htm. Members and non­
members alike can download the auditing, attestation, and quality 
control standards by either choosing a section of the codification 
or an individual statement number. You can also obtain copies of 
AICPA standards and other guidance by contacting the AICPA at 
(888) 777-7077 or online at www.cpa2biz.com.
Recent AICPA Independence and Ethics Pronouncements
The AICPA Independence and Ethics Alert—2005/06  (product 
no. 022476kk) contains a complete update on new independence
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and ethics pronouncements. This Alert can be obtained by calling 
the AICPA at (888) 777-7077 or going online at www.cpa2biz. 
com. Readers should obtain that Alert to be aware of indepen­
dence and ethics matters that will affect their practice.
In addition to the other matters discussed in Independence and 
Ethics Alert—2005/06, auditors should be aware of these recent 
issuances by the AICPA Professional Ethics Executive Committee 
(PEEC):
• Revised Interpretation 501-1, Response to Requests by Clients 
and Former Clients fo r Records, to provide guidance to 
members on their ethical responsibilities when a client or 
former client makes a request for client records, supporting 
records, or other documents that are in the custody or con­
trol of the member. The revised interpretation defines key 
terms and requires that client provided records be returned 
to the client upon request but that client records prepared 
by the member and supporting records may be withheld if 
the engagement is incomplete or there are fees due to the 
member for the specific engagement. In addition, the com­
mittee has deleted Ethics Rulings No. 182 of ET section 
591, Ethics Rulings on Other Responsibilities and Practices 
(AICPA, Professional Standards, vol. 2, ET sec. 591.363—.364) 
because the substance of this ethics ruling has been incor­
porated into the revised Interpretation 501-1.
• New Interpretation 101-15, Financial Relationships defines 
financial interest, direct financial interest, and indirect finan­
cial interest as used in Interpretation 101-1, and provides 
guidance to members in determining whether financial 
interests should be considered direct or indirect financial 
interests. Readers should refer to the AICPA Web site at 
http://www.aicpa.org/download/ethics/interp101 _1.pdf 
for further information.
• Ethics Ruling No. 113, “Acceptance or Offering of Gifts or 
Entertainment under Rule 102, Integrity and Objectivity,” 
and Ethics Ruling No. 114, “Acceptance or Offering of Gifts 
and Entertainment to or From an Attest Client under Rule
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101, Independence,” that provide guidance on how a mem­
bers offer or acceptance of gifts or entertainment, to or from 
a client (both attest and nonattest), or a customer or vendor 
o f the members employer, affects a member’s indepen­
dence or objectivity. Readers should refer to the AICPA 
Web site at http://www.aicpa.org/download/ethics/Gifts_ 
and_Entertainment_Rulings.pdf for further information.
• New Conceptual Framework for AICPA Independence Stan­
dards. The PEEC has approved the release of a “Conceptual 
Framework for AICPA Independence Standards” (AICPA, 
Professional Standards, ET sec. 100.01), and a related revi­
sion to “Other Considerations” of Interpretation No. 101-1, 
“Interpretation of Rule 101” (AICPA, Professional Stan­
dards, ET sec. 101.02) of the Code of Professional Con­
duct. Readers should refer to the AICPA Web site at http:// 
www.aicpa.org/download/ethics/Ethics_Interpretation 
_101-l_and_Conceptual_Framework.pdf for further in­
formation, including the effective date.
Recent Accounting Pronouncements and 
Related Guidance
Presented below is a list o f accounting pronouncements and 
other guidance issued since the publication o f last year’s Alert. 
For information on accounting standards issued subsequent to 
the writing of this Alert, please refer to the AICPA Web site at 
www.aicpa.org, and the FASB Web site at www.fasb.org. You may 
also look for announcements o f newly issued standards in the 
CPA Letter and Journal o f Accountancy.
F A S B  S ta te m e n t  
N o .  1 5 6  
(M a rc h  2 0 0 6 )
F A S B  S ta te m e n t  
N o .  155  
(F e b ru a ry  2 0 0 6 )
F A S B  E I T F  Issu e s 
(V ar io u s  d ates)
Accounting fo r Servicing o f  F in an cial Assets
Statem ent o f  F in ancial Accounting Standard No. 155, 
Accounting fo r  Certain H ybrid Instruments
G o  to  w w w .fa sb .o rg /e itf /  fo r  a  c o m p le te  list  o f  E I T F  
Issu es.
(continued)
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F A S B  S t a f f  P o sit io n s  
(V ar io u s  dates)
A I C P A  S ta te m e n t  
o f  P o sit io n  0 5 -1  
(S e p te m b e r  2 0 0 5 )
A I C P A  T ech n ica l 
P rac tice  A id
1 2 0 0 .0 6 - 1 2 0 0 .1 5  
(F e b ru a ry  2 0 0 5 )  
(N o n a u th o r ita t iv e )
A I C P A  T P A  
2 1 3 0 .0 9 - 2 1 3 0 .3 5  
(D e c e m b e r  2 0 0 5 )
(N o n a u th o r ita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id  5 4 0 0 .0 5  
(S e p te m b e r  2 0 0 5 )  
(N o n a u th o r ita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id
5 6 0 0 .0 7 -  5 6 0 0 .1 7  
(N o v e m b e r  2 0 0 5 )  
(N o n a u th o r ita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id  
6 9 1 0 .1 6 - 6 9 1 0 .2 0  
(Ja n u a ry  2 0 0 6 )
(N o n a u th o r ita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id  6 9 3 0 .0 9  
(A u g u st  2 0 0 5 )  
(N o n a u th o r ita t iv e )
A I C P A  T ech n ica l 
P rac tice  A id  6 9 3 0 .1 0  
(A u g u st  2 0 0 5 )  
(N o n a u th o r ita t iv e )
S ta te m e n t  o n  
S ta n d a rd s  fo r  
A c c o u n t in g  a n d  
R e v ie w  S erv ice s 
(S S A R S )  N o .  14  
( Ju ly  2 0 0 5 )
G o  to  w w w .fa sb .o rg /fa sb _ sta ff_ p o s it io n s /  fo r  a  c o m p le te  
list o f  F A S B  S t a f f  P o sit io n s  (F S P s) .  S o m e  o f  th e  recen tly  
is su ed  F S P s  a d d re ss  issu es re la tin g  to  F A S B  S ta te m e n ts  
N o .  13 , N o . 1 1 5 , N o .  1 2 3 (R ) , N o .  1 2 4 , a n d  N o .1 4 3 ,  
a m o n g  o th ers.
Accounting by Insurance Enterprises fo r  Deferred 
Acquisition Costs in Connection With M odifications or 
Exchanges o f  Insurance Contracts
“A c c o u n t in g  b y  N o n in su ra n c e  E n te rp rise s  fo r  P ro p e rty  
a n d  C a su a lty  In su ra n ce  A rra n g e m e n ts  T h a t  L im it  
In su ran ce  R isk ”
A p p lic a t io n  o f  S O P  0 3 - 3 , Accounting fo r  Certain Loans 
or D ebt Securities Acquired in a  Transfer to  D e b t  S ecu ritie s”
“A c c o u n t in g  a n d  D isc lo su re s  G u id a n c e  fo r  L o sse s  fro m  
N a tu ra l  D isa ste rs— N o n g o v e rn m e n ta l  E n t it ie s”
“ D e te rm in g  a  L e a se  T e rm  fo r  A c c o u n t in g  P u rp o se s .”
“ N o n re g is te re d  In v e stm e n t P a rtn e rsh ip s”
“A c c o u n t in g  a n d  D isc lo su re  R e q u ire m e n ts  fo r 
S in g le -E m p lo y e r  E m p lo y e e  B e n e fit  P la n s R e la te d  to  th e  
M e d ic a re  P re sc r ip tio n  D ru g ,  Im p ro v e m e n t  a n d  
M o d e rn iz a tio n  A c t  o f  2 0 0 3 ”
“A c c o u n t in g  a n d  D isc lo su re  R e q u ire m e n ts  fo r  
M u lt ie m p lo y e r  E m p lo y e e  B e n e fit  P lan s R e la te d  to  th e 
M e d ic a re  P re scr ip tio n  D r u g ,  Im p ro v e m e n t  a n d  
M o d e rn iz a tio n  A c t  o f  2 0 0 3 ”
Com pilation o f  Pro Form a F in ancial Inform ation. T h is  
S S A R S  e x p a n d s  S S A R S  to  a p p ly  w h en  an  a c c o u n ta n t  is 
e n g a g e d  to  c o m p ile  o r  issu es a  c o m p ila t io n  re p o rt  o n  p ro  
fo rm a  f in a n c ia l in fo rm a tio n .
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S S A R S  N o .  13 
( Ju ly  2 0 0 5 )
S S A R S  N o . 12 
( Ju ly  2 0 0 5 )
In te rp re ta t io n  
N o .  2 7  o f  
A R  S e c tio n  1 0 0
Com pilation o f  Specified Elements, Accounts, or Items o f  a 
Fin ancial Statement. T h is  S S A R S  e x p a n d s  S S A R S  to  
a p p ly  w h en  an  a c c o u n ta n t  is e n g a g e d  to  c o m p ile  o r  issu es 
a  c o m p ila t io n  re p o rt  o n  o n e  o r  m o re  sp e c ifie d  e le m e n ts , 
ac c o u n ts , o r  ite m s o f  a  f in a n c ia l sta te m e n t.
Omnibus Statem ent on Standards fo r Accounting an d  
Review Services— 2005. T h is  S S A R S  a m e n d s  S S A R S  
N o . 1, C o m p ila t io n  a n d  R ev iew  o f  F in a n c ia l S ta te m e n ts  
a n d  S S A R S  N o .  2 , R e p o r tin g  o n  C o m p a ra tiv e  F in a n c ia l 
S ta te m e n ts . T h e  S S A R S  a lso  re sc in d s In te rp re ta t io n  
N o .  2 6 , “ C o m m u n ic a t in g  P o ssib le  F r a u d  a n d  Illega l A cts  
to  M a n a g e m e n t  a n d  O th e r s ” o f  S S A R S  N o .  1.
“A p p lic a b il ity  o f  S S A R S s  to  R ev iew s o f  N o n is su e r s  W h o  
A re  O w n e d  B y  o r  C o n tro lle d  B y  an  Issu e r”
On the Horizon
Auditors should keep abreast of auditing and accounting devel­
opments and upcoming guidance that may affect their engage­
ments. You should check the appropriate standard-setting Web 
sites (listed below) for a complete picture o f all accounting and 
auditing projects in progress. Presented below is brief informa­
tion about some ongoing projects that are especially relevant to 
the not-for-profit industry. Remember that exposure drafts are 
nonauthoritative and cannot be used as a basis for changing 
GAAP or GAAS.
The following table lists the various standard-setting bodies’ Web 
sites where information may be obtained on outstanding expo­
sure drafts, including downloading a copy of the exposure draft. 
These Web sites contain much more in-depth information about 
proposed standards and other projects in the pipeline.
Standard-Setting Body
A I C P A  A u d it in g  S ta n d a rd s  B o a rd  
(A S B ) (N o te  th a t  fo r  a u d its  o f  p u b lic  
c o m p a n ie s , th e  P C A O B  sets 
a u d it in g  s ta n d a rd s .)
A I C P A  A c c o u n t in g  S ta n d a rd s  
E x e cu tiv e  C o m m it te e  (A c S E C )
Web Site
w w w .a icp a .o rg / m e m b e rs /d iv /  
a u d its td /d r a f ts .h tm
w w w .a ic p a .o rg /m e m b e rs /d iv /a c c ts td /
e d o / in d e x .h tm
(continued)
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Standard-Setting Body Web Site
F in a n c ia l A c c o u n t in g  
S ta n d a rd s  B o a rd  (F A S B )
w w w .fa sb .o rg
G o v e rn m e n ta l A c c o u n t in g  
S ta n d a rd s  B o a rd  (G A S B )
w w w .g asb .o rg
P ro fe ssio n a l E th ic s  E x ecu tiv e  
C o m m it te e  (P E E C )
w w w .a ic p a .o rg /m e m b e rs /d iv /
e th ic s / in d e x .h tm
Help Desk—The AICPA’s standard-setting committees publish 
exposure drafts of proposed professional standards exclusively 
on the AICPA Web site. The AICPA will notify interested par­
ties by e-mail about new exposure drafts. To have your e-mail 
address put on the notification list for all AICPA exposure 
drafts, send your e-mail address to service@aicpa.org. Indicate 
“exposure draft e-mail list” in the subject header field to help 
process the submissions more efficiently. Include your full 
name, mailing address and, if known, your membership and 
subscriber number in the message.
Overhaul Project— AICPA Audit and Accounting Guide 
Not-for-Profit Organizations
The AICPA is currently overhauling the AICPA Audit and Ac­
counting Guide Not-for-Profit Organizations, addressing numer­
ous accounting, auditing, industry, and regulatory issues that 
have transpired since the NFP Guide was originally issued in 
1996. During this period, the AICPA will continue to issue an­
nual editions of the NFP Guide, updated to reflect recent pro­
nouncements.
Auditing Pipeline— Nonpublic Companies
The proposed standards discussed in this section would not apply 
to the audits o f public companies and other audits conducted 
under the standards o f the Public Company Accounting Over­
sight Board (PCAOB). Readers should keep abreast o f the status 
o f the following projects and projected exposure drafts, inasmuch 
as they will substantially affect the audit process. More informa­
tion can be obtained on the AICPA’s Web site at www.aicpa.org.
6 8
Proposed SAS, The Auditor's Communication With Those 
Charged With Governance
This proposed SAS, The Auditor's Communication With Those 
Charged With Governance, would supersede SAS No. 61, Commu­
nication With Audit Committees (AICPA, Professional Standards, 
vol. 1, AU sec. 380), as amended. The proposed SAS identifies 
specific matters to be communicated, many of which are gener­
ally consistent with the existing requirements in SAS No. 61. 
However, the proposed SAS includes certain additional matters 
to be communicated and provides additional guidance on the 
communication process. Specifically, SAS No. 61 currently estab­
lishes communication requirements for entities that either have 
an audit committee or have formally designated oversight o f the 
financial reporting process to a group equivalent to an audit com­
mittee. The proposed SAS would broaden the applicability of the 
SAS to audits of the financial statements of all nonissuers, and es­
tablish a requirement for the auditor to communicate to those 
charged with governance certain significant matters related to the 
audit. Furthermore, the proposed SAS uses the term those charged 
with governance to refer to those with responsibility for overseeing 
the strategic direction of the entity and obligations related to the 
accountability o f the entity, including overseeing the entity’s fi­
nancial reporting process and internal control over financial re­
porting. It uses the term management to refer to those who have 
executive responsibility for the conduct of the entity’s operations, 
including preparation of the entity’s financial statements. Readers 
should be alert to the issuance o f a final Statement.
Proposed Statement on Standards for Attestation 
Engagements, Reporting on an Entity's Internal Control 
Over Financial Reporting
This proposed SSAE establishes standards and provides guidance 
to the practitioner who is engaged to issue or does issue an exami­
nation report on the effectiveness o f an entity’s internal control 
over financial reporting as o f a point in time (or on an assertion 
thereon). Specifically, guidance is provided regarding the following:
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• Conditions that must be met for a practitioner to accept an 
engagement to examine the effectiveness of an entity’s in­
ternal control and the prohibition of acceptance of an en­
gagement to review such subject matter
• Engagements to examine the design and operating effec­
tiveness of an entity’s internal control
• Engagements to examine the design and operating effec­
tiveness of a portion of an entity’s internal control (for ex­
ample, internal control over financial reporting o f an 
entity’s operating division or its accounts receivable)
• Engagements to examine only the suitability o f design of 
an entity’s internal control (no assertion is made about the 
operating effectiveness of internal control)
• Engagements to examine the design and operating effec­
tiveness of an entity’s internal control based on criteria es­
tablished by a regulatory agency
As potential users of Statement on Standards for Attestation En­
gagements (SSAE) No. 10, Attestation Standards: Revision and Re- 
codification (AICPA, Professional Standards, vol. 1, AT sec. 501) 
reports, the nonprofit community should be alert for the issuance 
of a final standard in the fourth quarter of 2006.
Amendment to SAS No. 69, The M eaning o f Present Fairly in 
Conformity With Generally Accepted Accounting Principles, 
for Nongovernmental Entities
The ASB has issued an exposure draft introducing a proposed 
SAS entitled Amendment to Statement on Auditing Standards No. 
69. The Meaning o f Present Fairly in Conformity With Generally 
Accepted Accounting Principles, for Nongovernmental Entities. This 
proposed SAS, which applies only to nongovernmental entities, 
has been issued in response to the FASB’s proposed Statement of 
Financial Accounting Standards entitled The Hierarchy o f Gener­
ally Accepted Accounting Principles. The FASB proposal moves re­
sponsibility for the GAAP hierarchy for nongovernmental 
entities from the auditing literature (SAS No. 69) to the account­
ing literature. The proposed SAS deletes the GAAP hierarchy for
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nongovernmental entities from SAS No. 69, The Meaning of Pre­
sent Fairly in Conformity With Generally Accepted Accounting 
Principles (AICPA, Professional Standards, vol. 1, AU sec. 411), as 
amended. The ASB decided to coordinate the provisions and ef­
fective date of this exposure draft with the FASB proposed state­
ment, which can be obtained at www.fasb.org.
Accounting Pipeline
Proposed FASB Statement Employer’s Accounting for Defined 
Benefit Pension and Other Postretirement Plans—an 
amendment o f FASB Statements No. 87, No. 88, No. 106, 
and No. 132(R)
This proposed Statement would improve financial reporting by 
requiring employers to recognize the overfunded or underfunded 
positions of defined benefit postretirement plans, including pen­
sion plans (plans), in their balance sheets. The proposal would 
also require that employers measure plan assets and obligations as 
o f the date o f their financial statements. The proposed changes 
would increase the transparency and completeness o f financial 
statements for shareholders, creditors, employees, retirees, donors, 
and other users. The exposure draft applies to plan sponsors that 
are public and private companies and nongovernmental not-for- 
profit organizations. This proposed Statement would apply to 
not-for-profit organizations and other entities that do not report 
other comprehensive income in accordance with the provisions of 
FASB Statement No. 130, Reporting Comprehensive Income.
Furthermore the FASB-staff-prepared examples that illustrate the 
application by not-for-profit organizations o f the March 31, 
2006 FASB Exposure Draft, Employers’ Accounting for Defined 
Benefit Pension and Other Postretirement Plans, were posted to the 
FASB Web site on May 2, 2006. Those examples were prepared 
to assist not-for-profit organizations in their consideration o f the 
proposed standard by showing how a not-for-profit organization 
would apply the retrospective application provisions o f the Expo­
sure Draft at initial implementation and how such an entity would 
report actuarial gains or losses and prior service costs or credits in a 
statement of activities. Examples have been provided for:
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1. A not-for-profit organization that presents, either by re­
quirement or by choice, an intermediate measure of opera­
tions (performance indicator) that is functionally equivalent 
to income from continuing operations of a for-profit entity
2. A not-for-profit organization that chooses to present an in­
termediate measure of operations that is not functionally 
equivalent to income from continuing operations of a for- 
profit entity
3. A not-for-profit organization that chooses not to present 
an intermediate measure o f operations.
Please see the following link for the illustrative examples for not- 
for-profit organizations and other entities that do not report other 
comprehensive income http://www.fasb.org/draft/ed_pensions_ 
addendum_for_nfps.pdf.
Readers should be alert for the issuance o f a final statement, 
which is expected to occur in the third quarter o f 2006. Refer to 
the FASB Web site at www.fasb.org for complete information.
Proposed FASB Statement, Qualifying Special-Purpose Entities 
and Isolation o f Transferred Assets—an amendment o f FASB 
Statement No. 140
This proposed Statement would amend and clarify FASB State­
ment No. 140, Accounting for Transfers and Servicing o f Financial 
Assets and Extinguishments o f Liabilities, in several ways. The ob­
jectives o f this project are to amend FASB Statement No. 140, 
Accounting for Transfers and Servicing o f Financial Assets and  
Extinguishments o f Liabilities, to (1) specify the conditions under 
which a qualifying special-purpose entity (SPE) is required to 
achieve sale accounting, (2) eliminate inconsistent application of 
the principles FASB Statement No. 140 is based on, and (3) ad­
dress other issues related to transfers o f financial assets that arose 
during redeliberations on the amendment of FASB Statement 
No. 140 in order to improve the comparability o f financial state­
ments.
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Readers should be alert for the issuance o f a final statement, 
which is expected to occur in the third quarter of 2006. Refer to 
the FASB Web site at www.fasb.org for complete information.
Proposed FASB Statement, Fair Value Measurements
In June 2004, the FASB published an exposure draft of a pro­
posed Statement, Fair Value Measurements, which seeks to estab­
lish a framework for measuring fair value that would apply 
broadly to financial and nonfinancial assets and liabilities, im­
proving the consistency, comparability, and reliability of the mea­
surements. The fair value framework would clarify the fair value 
measurement objective and its application under authoritative 
pronouncements that require fair value measurements. The pro­
posed Statement would replace any current guidance for measur­
ing fair value in those pronouncements and would expand 
current disclosures. Readers should be alert for the issuance of a 
final Statement, which is expected in the second quarter o f 2006. 
Refer to the FASB Web site at www.fasb.org for complete infor­
mation.
Proposed FASB Statement, The Hierarchy o f Generally 
Accepted Accounting Principles
This proposed Statement would identify the sources of account­
ing principles and the framework for selecting the principles to be 
used in the preparation of financial statements of nongovernmen­
tal companies that are presented in conformity with U.S. GAAP 
(or the GAAP hierarchy). The GAAP hierarchy is currently pre­
sented in AICPA SAS No. 69. However, the FASB believes that 
the GAAP hierarchy should be directed specifically to companies 
because it is the company, not the auditor, who is responsible for 
selecting its accounting principles for financial statements. Ac­
cordingly, the FASB concluded that the GAAP hierarchy should 
reside in the accounting literature established by the FASB. The 
FASB decided to carry forward the GAAP hierarchy as set forth 
in SAS No. 69, subject to certain modifications. The FASB staff 
will coordinate with the AICPA and the PCAOB in order to en­
sure that each of the documents has a uniform effective date.
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Exposure Draft of a Statement of Position, Clarification o f the 
Scope o f the Audit and Accounting Guide Audits of Investment 
Companies and Accounting by Parent Companies and Equity 
Method Investors for Investments in Investment Companies
The proposed Statement of Position (referred to hereafter as the 
Investment Companies Guide SCO PE SOP) provides specific 
conditions for determining whether an entity is within the scope 
of the AICPA Audit and Accounting Guide Audits o f Investment 
Companies (the Audit Guide). For those entities that are invest­
ment companies under the Investment Companies Guide SCOPE 
SOP, the SOP also addresses the retention of the specialized in­
dustry accounting for investment companies by a parent company 
in consolidation or by an investor that has the ability to exercise 
significant influence over the investment company and applies 
the equity method of accounting to its investment in the entity 
(referred to as an equity method investor).
Readers should be alert to the fact that the Investment Compa­
nies Guide SCOPE SOP would reconcile and conform SOP 94- 
3, Reporting o f Related Entities by Not-for-Profit Organizations, 
and the AICPA Audit and Accounting Guide Health Care Orga­
nizations (the Health Care Guide) to clarify that not-for-profit 
organizations, including not-for-profit health care organizations, 
that are parent companies o f or equity method investors in for- 
profit entities that apply investment company accounting pur­
suant to the Investment Companies Guide SCOPE SOP, should 
consider whether investment company accounting should be re­
tained in the financial statements o f the not-for-profit organiza­
tion parent company or equity method investor pursuant to the 
Investment Companies Guide SCOPE SOP.
Specifically, for those entities that are investment companies 
under the Investment Companies Guide SCOPE SOP, the In­
vestment Companies Guide SCOPE SOP also addresses the re­
tention o f that specialized industry accounting by a parent 
company in consolidation. For example, not-for-profit organiza­
tions with a controlling financial interest in a for-profit entity, 
through direct or indirect ownership of a majority voting interest 
in that entity, that applies investment company accounting pur­
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suant to the Investment Companies Guide SCOPE SOP should 
consider whether investment company accounting should be re­
tained in the financial statements of the parent not-for-profit or­
ganization pursuant to the Investment Companies Guide 
SCOPE SOP
Also, for those entities that are investment companies under the 
Investment Companies Guide SCO PE SOP, the SOP also ad­
dresses the retention of that specialized industry accounting by an 
investor that has the ability to exercise significant influence over 
the investment company and applies the equity method o f ac­
counting to its investment in the entity. For example, not-for- 
profit organizations with investments in the common stock of a 
for-profit entity that applies investment company accounting 
pursuant to the SOP, wherein the not-for-profit organization’s in­
vestment qualifies for the equity method in conformity with APB 
Opinion No. 18, should consider whether investment company 
accounting should be retained in the financial statements of the 
investor not-for-profit organization pursuant to the Investment 
Companies Guide SCOPE SOP.
Furthermore, Chapter 8 o f the NPO Guide permits investment 
portfolios to be reported at fair value in certain circumstances. 
Not-for-profit organizations that report investment portfolios at 
fair value in conformity with the NPO Guide would be permit­
ted to continue to do so.
Readers should be alert to the final issuance of the Investment 
Companies Guide SCOPE SOP expected in the third quarter of 
2006.
Exposure Draft of a Statement of Position, Disclosures 
Concerning Credit Losses Related to Loans
The SOP addresses disclosures within the financial statements by 
creditors concerning credit losses related to loans involving the al­
lowance for loan losses. It provides a framework for determining 
such disclosures, and it requires specific disclosures in the finan­
cial statements or related notes, in addition to the disclosures re­
quired by other authoritative accounting literature.
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The scope o f the SOP would include NFPs with multiyear 
promises to give that are due in more than one year since such 
promises meet the definition of a loan in FASB Statement No. 
114, Accounting by Creditors for Impairment o f a Loan— an amend­
ment o f FASB Statements No. 5  and 15. The SOP would also re­
quire extensive financial statement disclosures about the allowance 
for loan losses (paragraphs 11-22). Readers should be aware that 
the Exposure Draft SOP will provide an example for a not-for- 
profit organization with various unconditional promises to give.
Readers o f the SOP should also be alert that Chapter 5 o f the 
AICPA Audit and Accounting Guide Not-for-Profit Organizations 
currently includes certain illustrative disclosures pertaining to 
contributions receivable that overlap with disclosures required by 
the Exposure Draft SOP. In order to make this illustrated disclo­
sure more user-friendly to readers, including helping readers ob­
tain an understanding of the overall disclosure requirements in 
developing comments on the exposure draft, AcSEC believes the 
illustrative disclosures in the SOP should be more comprehensive 
than if they include only information required by the exposure 
draft. Accordingly, the illustrated disclosure includes certain dis­
closures pertaining to receivables as currently illustrated in the 
NFP Guide, so that readers need not piece together the disclo­
sures in the ED SOP and those included in the NFP Guide. 
Upon issuance of the SOP, the NFP Guide will be conformed to 
completely merge the illustrated disclosure in the SOP with the 
illustrative disclosures in the NFP Guide. Readers should be alert 
to the issuance of the ED SOP, which is expected to be released 
for public comment some time in the second quarter of 2006.
Proposed FASB Statements, Business Combinations, and 
Consolidated Financial Statements, Including Accounting and 
Reporting o f Noncontrolling Interests in Subsidiaries
The primary objective of applying the acquisition method project 
is to develop a single high-quality standard o f accounting for 
business combinations that can be used for both domestic and 
cross-border financial reporting. The goal is to develop a standard 
that includes a common set o f principles and related guidance that 
produces decision-useful information and minimizes exceptions
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to those principles. The standard should improve the complete­
ness, relevance, and comparability of financial information about 
business combinations by:
1. Clarifying which assets and liabilities should be recognized 
in the initial accounting for the business combination.
2. Requiring that the assets acquired and the liabilities as­
sumed be consistently measured at a relevant attribute.
3. Defining the scope of the standard in a way that ensures 
that similar economic events are accounted for similarly. 
(That mean, by requiring that all transactions or other 
events in which an acquirer obtains control of a business be 
accounted for by applying the acquisition method).
The exposure drafts on business combinations, purchase method 
procedures, and noncontrolling interests were published on June 
30, 2005. The FASB’s goal is to issue the two final Standards in 
the first half o f 2007. The target effective date for the two pro­
posed Statements will be reviewed near the end of redeliberations.
Combinations of Not-for-Profit Organizations
In November 1999, the FASB affirmed its earlier decision to un­
dertake a project on combinations of not-for-profits that is sepa­
rate from its business combinations project. As a result o f that 
decision, combinations of not-for-profits are excluded from the 
scope of FASB Statement No. 141, Business Combinations. The 
FASB also agreed to delay the effective date of FASB Statement 
No. 142, Goodwill and Other Intangible Assets, as it applies to 
combinations of not-for-profits, until the FASB addresses the is­
sues related to such combinations.
The objective o f this project is to develop guidance on the ac­
counting and reporting for combinations of not-for-profits. As of 
the December 20, 2005, meeting, the FASB resolved the remain­
ing issues in the NFP combinations project.
The proposed exposure draft will require the following of a not- 
for-profit organization that acquires a business or nonprofit activ­
ity through a merger or acquisition:
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1. Account for goodwill and inherent contributions received 
using a single approach. Under the approach, an acquirer 
would recognize either (a) goodwill, to the extent that the 
consideration transferred is more than the identifiable net 
assets acquired, or (b) a contribution received, to the extent 
that the consideration transferred is less than the identifi­
able net assets acquired.
2. Consistent with the proposed FASB Statement on business 
combinations:
a. Apply the fair value measurement principle for assets 
acquired and liabilities assumed, including its excep­
tions for assets held for sale, deferred taxes, operating 
leases, and certain employee benefits.
b. Exclude transaction costs incurred in connection with a 
merger or acquisition from the measure of the fair value 
o f the consideration transferred for the business or 
nonprofit activity. Those costs should be accounted for 
separately from the acquisition in accordance with ap­
plicable GAAP.
c. Apply the guidance for the measurement period and de­
termine what is part o f the exchange.
d. Apply the same disclosure requirements (paragraphs 
71-73 and 75-81), to the extent that they apply. Those 
disclosure requirements include disclosure objectives and 
disclosures that are included in the proposed Statement 
on business combinations but not by FASB Statement 
No. 141, Business Combinations, such as the maximum 
potential amount of future payments for contingent con­
sideration, the nature of any preexisting relationship, and 
a reconciliation o f the beginning and ending balance of 
liabilities for contingent consideration and contingencies 
that are required to be measured at fair value.
e. Disclose the information required by paragraph 74, if 
the acquirer is a public N FP  organization (including 
those organizations that have public debt obligations 
outstanding). Those disclosures are:
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(1) The amounts of revenue and results of operations 
of the acquiree since the acquisition date, if practi­
cable, and
(2) The results of operations o f the combined entity as 
if the acquisition had occurred at the beginning of 
the period, if practicable.
3. Account for donor-related intangible assets consistent with 
guidance for customer-related intangible assets that is in 
the proposed FASB Statement on business combinations.
4. If it reports a performance indicator in accordance with the 
requirements of the AICPA Audit and Accounting Guide 
Health Care Organizations, present any contribution inher­
ent in a merger or acquisition separately from the perfor­
mance indicator, unless the acquired business or nonprofit 
activity meets the criteria to be classified as held for sale in 
paragraph 32 of FASB Statement No. 144, Impairment or 
Disposal o f Long-Lived Assets.
For a tentative summary of the decisions reached by the FASB on 
the combinations of not-for-profit organizations, go to www. 
fasb.org and look at project updates. An exposure draft is planned 
for the second quarter of 2006. Readers should be alert for the is­
suance of a final Statement.
AICPA Audit and Accounting Products and Services
AICPA
Web Site
AICPA Online (www.aicpa.org) is the AICPA’s Web site on the 
Internet. The site offers users the opportunity to stay abreast of 
developments in accounting and auditing. Online resources in­
clude professional news, membership information, state and fed­
eral legislative updates, AICPA press releases, speeches, exposure 
drafts, and a list of links to other accounting- and finance-related 
sites. The AICPA Web site also features a “Talk to Us” section, al­
lowing users to send e-mail messages directly to AICPA represen­
tatives or teams. The AICPA Web site includes a separate section
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that deals with Circular A -133 audit issues, including a docu­
ment that provides unofficial answers to frequently asked ques­
tions, at www.aicpa.org/belt/a133main.htm.
Order Department (Service Center Operations)
To order AICPA products, call the AICPA Member Service Center 
at (888) 777-7077 or fax to (800) 362-5066. The best times to 
call are 8:30 a.m. to 11:30 a.m. and 2:00 p.m. to 7:30 p.m., Eastern 
Standard Time. Also, visit the CPA2Biz Web site at www.cpa2biz. 
com to obtain product information and place online orders.
Industry Conference
The AICPA National Governmental and Not-for-Profit Training 
Program will be held on October 16—18, 2006, in Las Vegas, and 
the AICPA Not-for-Profit Financial Executive Forum on Novem­
ber 15-17, 2006, in San Francisco at the Hyatt Embarcadero. 
For further information, call the AICPA CPE Conference Hot­
line at (888) 777-7077 or for a detailed brochure, log onto www. 
cpa2biz.com/conferences. Furthermore, NorthStar Conferences 
offered 2 new programs this year for the not-for-profit commu­
nity. The first was Not-for-Profit Governance: Provocative Issues, 
Practical Solutions, Effective Oversight which was held on May 
4—5, 2006, in New York and the second was Not-For-Profit Re­
porting: Techniques to Communicate Both Transparency and 
Mission which was held on April 27-28, 2006, in New York. For 
further information and to sign up for next year’s conferences, log 
onto www.northstarconferences.com.
Accounting and Auditing Technical Hotline
The AICPA Technical Hotline answers members’ inquiries about 
accounting, auditing, attestation, compilation, and review ser­
vices. Call (888) 777-7077.
Ethics Hotline
The AICPA Professional Ethics Team answers inquiries concerning 
independence and other behavioral issues related to the application 
of the AICPA Code of Professional Conduct. Call (888) 777-7077.
80
AICPA Audit Quality Centers
Governmental Audit Quality Center
The GAQC, which is designed to improve the quality of govern­
mental audits, provides firm members with a set of best practices 
and tools in the specialized area of governmental auditing, in­
cluding Yellow Book and Circular A-133 audits. It also includes a 
comprehensive Web site at www.aicpa.org/GAQC. See addi­
tional detail about the Center in the section of this Alert entitled 
“AICPA Governmental Audit Quality Center.”
Employee Benefit Plan Audit Quality Center
The AICPA Employee Benefit Plan Audit Quality Center is in­
tended to provide a forum that spurs CPA firms performing au­
dits to make immediate quality improvements to employee 
benefit audits under the Employee Retirement Income Security 
Act o f 1974 (ERISA), including pension, health and welfare, and 
401(k) plans. In addition to gaining access to best practices, guide­
lines, and tools focused around quality improvement, members of 
the Center are subject to membership requirements that demon­
strate the firm’s commitment to audit quality in this area. Addi­
tional information about the Center can be found at www.aicpa. 
org/ebpaqc.
Paperbacks
The AICPA offers many paperbacks for CPAs working with or 
for not-for-profit organizations. Among the available are the fol­
lowing:
• Using Competition for Performance Improvement: A Re­
source for Practitioners Advising Governments and Not- 
for-Profits (product no. 056507kk)
• Using the AICPA Audit and Accounting Guide Not-for- 
Profit Organizations (product no. 012645kk)
• New! Beyond Vision and Mission— Reaching Operations 
and Financial Goals in Governments and NPOs (product 
no. 05631 4kk)
8 1
Continuing Professional Education Courses
The AICPA offers many continuing professional education 
(CPE) courses related to not-for-profits, many of them available 
for both group study and self-study. Among the available titles are 
the following:
• Accounting and Reporting Practices of Not-for-Profit Or­
ganizations (product no. 743273kk)
• Form 990: AICPA’s Answer to Unlocking the Tax Com ­
plexities (product no. 731057kk)
• Clever Cases on Current Complexities Confronting Gov­
ernments &  Not-for-Profits (product no. 731911kk)
• Religious Organizations: Key Accounting, Tax, and Finan­
cial Issues (product no. 732561kk)
• Governmental &  Nonprofit Annual Update (2005-2006 
Edition) (product no. 731932kk)
• Not-For-Profit Organizations Strategic Briefing— 2005/ 
2006 (product no. 780039kk)
• Fraud in the Governmental and Not-For-Profit Environ­
ments: What a Steal! (available in text [product no. 
731921kk] and DVD [product no. 180922kk])
• Advanced Accounting and Auditing Problems for NPOs 
(product no. 731121kk)
• Advanced Auditing o f HUD-Assisted Projects (product 
no. 730191kk)
• Applying A-133 to Nonprofit and Governmental Organi­
zations (product no. 730206kk)
• Audits of HUD-Assisted Projects (product no. 730296kk)
• Analytical Procedures for Nonprofit Organizations (prod­
uct no. 730220kk)
Cost Allocation in Nonprofits: Who Gets It? (product no. 
730414kk)
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• Managing Nonprofit Organizations Like a Business (prod­
uct no. 730343kk)
• Nonprofit Auditing and Accounting Update (2005-2006 
Edition) (available in text [product no. 732091 kk] and 
DVD [product no. 182071kk])
• Auditing Nonprofits: Tips and Traps (product no. 
731522kk)
• Private Foundations: Mastering the Unique Tax Aspects 
(product no. 732271kk)
• Solving Complex Single Audit Issues for Government and 
Nonprofit Organizations (product no. 734409kk)
• Nonprofit Organizations: Guide to Advanced Tax Plan­
ning (product no. 736767kk)
• Workpaper Techniques for Government and Nonprofit 
Organizations (product no. 732634kk)
• The Revised Yellow Book: Government Auditing Stan­
dards (product no. 736114kk)
• New! Not-for-Profit Accounting &  Reporting From Start 
to Finish (product no. 732980kk)
For more information about AICPA CPE courses, call the AICPA 
Member Service Center at (888) 777-7077 or visit the AICPA 
Web site at www.aicpa.org.
Online CPE
AICPA CPExpress, offered exclusively through CPA2Biz.com, is 
the AICPA's flagship online learning product with enhancements 
such as a new user interface and improved functionality. AICPA 
CPExpress now offers a free trial subscription to the entire prod­
uct for up to 30 days. AICPA members pay $149 (nonmembers 
pay $369) for a new subscription and $119 (nonmembers pay 
$319) for the annual renewal. Divided into one- and two-credit 
courses that are available 24/7, AICPA CPExpress offers hundreds 
of hours of learning in a wide variety of topics. To register or learn 
more, visit www.cpa2biz.com.
83
The AICPA Audit Committee Toolkit: Not-for-Profit Organizations
In response to increasing interest in not-for-profit governance, 
the AICPA has issued a new N PO  Audit Committee Toolkit. 
Audit committees have a big job to do in an organization— diffi­
cult when the members have other responsibilities and the audit 
committee role is a part-time job with huge accountability. The 
AICPA Audit Committee Toolkit: Not-for-Profit Organizations 
is the needed help for audit committees to do the job they need 
to do as effectively and efficiently as possible. Providing these 
tools in the public interest, the AICPA, with the generous sup­
port o f our sponsors, endeavors to help audit committees, inter­
nal auditors, and the leaders o f the financial management 
organization execute corporate governance. The toolkit contains 
information, checklists, and sample policies to help not-for-profit 
organizations improve board governance through the establish­
ment o f effective audit committees. For example, tools included 
in the toolkit include an audit committee charter matrix, a de­
tailed description of the audit process, a set of expectations for in­
ternal auditors, and a description of how to conduct an executive 
session. Not-for-profit auditors may consider providing a copy of 
the toolkit to their clients. The AICPA’s Not-for-Profit Audit 
Committee Toolkit is available at www.aicpa.org/audcommctr/ 
homepage.htm. A professionally printed soft-cover book version 
o f this Toolkit is available for purchase (product no. 991004kk).
Not-for-Profit Organizations Checklists
The AICPA Accounting and Auditing Publications Team pub­
lishes Checklists and Illustrative Financial Statements for Not-for- 
Profit Organizations, (product no. 008985kk) a nonauthoritative 
publication designed to help those preparing reports and finan­
cial statements of not-for-profits.
New! Paperback CD-ROM
Moving from the strategic planning phase to the implementation 
phase is complicated and hard work. Beyond Vision and Mission—  
Reaching Operational and Financial Goals in Governments and  
N PO s (product no. 05651 4kk) provides numerous tools and
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techniques to help the agency or organization achieve its ongoing 
vision and mission.
The current economic environment puts constant pressure on or­
ganizations to operate more efficiently, economically, and effec­
tively, so it is important to help these entities reach their 
operational and financial goals. Each chapter in this 248-page 
guide describes the CPA’s vital role in the strategic implementa­
tion process and provides:
• Step-by-step illustrations, including worksheets, checklists, 
and questionnaires that show how to implement an orga­
nizational strategy
• Instructions on how to use the mission focus to help you set 
goals and impartially resolve priority issues
• Instructions on how to direct the formulation o f sensible strategies 
to accomplish your objectives and achieve your goals
• Instructions on how to develop user-friendly performance 
measures that actually monitor progress toward goals in­
stead of chasing outputs
• Chapter highlights and a list o f exhibits as a preface to each 
chapter
• Examples o f strategy implementation plans for governmental 
and not-for-profit organizations
• Additional sources o f information in the strategy implemen­
tation process
• A PowerPoint presentation for management and clients
• A CD-ROM  containing customizable versions of the same 
illustrations included in the book
Practice Aids
• New! Accounting Trends and Techniques—Not-for-Profit Or­
ganizations is a comprehensive Practice Aid (product no. 
006616kk) that illustrates a wide variety of financial state­
ment formats and disclosures for not-for-profits.
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• Fraud Detection in a GAAS Audit, Revised Edition (product 
no. 006615kk), is a Practice Aid that provides CPAs with 
the most recent information related to the implementation 
of SAS No. 99, Consideration o f Fraud in a Financial State­
ment Audit (AICPA, Professional Standards, vol. 1, AU sec. 
316).
Technical Practice Aids
AICPA Technical Practice Aids includes questions received by the 
AICPA Technical Hotline on various subjects and the responses 
to those questions. TPA Sections 6140 and 6960 include ques­
tions and answers specifically pertaining to not-for-profits. Tech­
nical Practice Aids is available both as a subscription service and in 
paperback form (product no. 005145kk).
Help Desk—AICPA publications can be obtained by calling
AICPA Member Service Center at (888) 777-7077 or faxing a
request to (800) 362-5066.
Guidance for Audit Committees on the Risk of Fraud From 
Management Override of Internal Control
The AICPA Antifraud Programs and Controls Task Force has is­
sued a document entitled Management Override o f Internal Con­
trols: The Achilles’ Heel o f Fraud Prevention— The Audit Committee 
and Oversight o f Financial Reporting. The document offers assis­
tance to audit committees in addressing the risk o f fraud arising 
from management override of internal control over financial re­
porting. The guidance contains the following major sections:
• Management Override and the Audit Committee’s Respon­
sibilities
• Actions to Address the Risk of Management Override of 
Internal Controls
• Suggested Audit Committee Procedures: Strengthening 
Knowledge o f the Business and Related Financial State­
ment Risks (Appendix)
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The following are some of the topics related to audit committees 
that are covered in the document:
• Maintaining an appropriate level of skepticism.
• Strengthening the audit committee's understanding o f the 
business.
• Brainstorming to identify fraud risks.
• Using the code of conduct to assess financial reporting cul­
ture.
• Cultivating a vigorous whistle-blower program.
• Developing a broad information and feedback network in­
cluding communications with internal auditors, indepen­
dent auditors, compensation committee, and key employees.
The document can be downloaded from the “Spotlight Area” on 
the AICPA's Audit Committee Effectiveness Center Web page at 
www.aicpa.org/audcommctr/homepage.htm.
References for Additional Guidance
Government Accountability Office
The Government Accountability Office Web site at www.gao.gov 
contains links to the hundreds of reports and testimony to the 
Congress each year on a variety of subjects, including accounting, 
budgeting, and financial management. Printed copies o f GAO re­
ports and testimony can be obtained from the U.S. Government 
Accountability Office, 441 G St NW, Room LM, Washington, 
D C  20548; phone (202) 512-6000; fax (202) 512-6061; Web 
http://www.gao.gov/docsearch/repandtest.html.
The GAO's Web site also includes Comptroller General decisions 
and legal opinions, GAO policy documents, and special publica­
tions. You may subscribe to GAO daily electronic alerts at www. 
gao.gov/ subtest/subscribe.html.
The following publications are available on the GAO’s Web site 
at www.gao.gov/govaud/ybk01.htm.
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• 2003 Government Auditing Standards— These standards re­
late to financial and performance audits and attestation 
engagements of governmental organizations, programs, ac­
tivities, and functions, and of governmental funds received 
by contractors, not-for-profit organizations, and other 
nongovernmental organizations. The 2003 Government 
Auditing Standards (GAS, also known as the Yellow Book) 
is a comprehensive revision o f the 1994 version of Govern­
ment Auditing Standards and its Amendments No. 1 
through No. 3. (Note that the contents of those Amend­
ments were incorporated into the revision.)
• Government Auditing Standards: Answers to Independence 
(Questions responds to questions related to Government Au­
diting Standards independence requirements, including 
implementation time frame, underlying concepts, and ap­
plication in specific nonaudit circumstances.
• Interpretation o f Continuing Education and Training 
Requirements— Government Auditing Standards establishes 
specific CPE requirements for auditors working on audits 
performed in accordance with those standards. This Inter­
pretation guides audit organizations and individual audi­
tors on implementing the CPE requirements by answering 
the most frequently asked questions from the audit com­
munity. The GAO is expected to soon revise this Interpre­
tation and has issued an Internet notice to amend 
paragraph 46 of the Interpretation.
Other Guidance
Auditors should also be aware o f the economic, regulatory, and 
professional developments that may affect the audits they per­
form, as described in the AICPA general Audit Risk Alert— 
2005/06  (product no. 022335kk), and AICPA Compilation and 
Review Alert—2005/06  (product no. 022306kk). These Alerts 
may be obtained by calling AICPA Member Service Center at 
(888) 777-7077 or faxing a request to (800) 362-3066. Obtain­
ing product information and placing online orders can be done at
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www.cpa2biz.com. (The 2005/06 versions of these publications 
will be issued later this year.)
Copies of FASB publications referred to in this document may be 
obtained directly from the FASB by calling the FASB Order De­
partment at (800) 748-0659.
This Audit Risk Alert replaces Not-for-Profit Organizations Indus­
try Developments—2005. The Not-for-Profit Organizations Indus­
try Developments Audit Risk Alert is published annually. As you 
encounter audit or industry issues that you believe warrant dis­
cussion in next year’s Alert, please feel free to share them with us. 
Any other comments that you have about the Alert would be ap­
preciated. You may e-mail these comments to lwest@aicpa.org or 
write to:
Lori A. West, CPA 
AICPA
Flarborside Financial Center
201 Plaza Three
Jersey City, N J 07311-3881
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APPENDIX
Useful Internet Web Sites
If used properly, the Internet can be a valuable tool for auditors. 
Through the Internet, auditors can access a wide variety o f global 
business information. For example, information is available relat­
ing to industry statistics, resources for not-for-profit organiza­
tions (NPOs) and their finance professionals, professional news, 
state CPA society information, Internal Revenue Service (IRS) 
information, software downloads, university research materials, 
currency exchange rates, stock prices, annual reports, and legisla­
tive and regulatory initiatives. Not only are such materials acces­
sible from the computer, but they are available at any time, often 
free of charge.
A number o f resources provide direct information, whereas others 
may simply point to information inside and outside of the Inter­
net. Auditors can use the Internet to:
• Obtain audit and accounting research information
• Obtain texts, such as audit programs
• Discuss audit issues with peers
• Communicate with audit clients
• Obtain information from a client’s Web site
• Obtain information on professional associations
There are caveats to keep in mind when using the Internet. Reli­
ability varies considerably. Some information on the Internet has 
not been reviewed or checked for accuracy; caution is advised 
when accessing data from unknown or questionable sources. Al­
though a vast amount of information is available on the Internet, 
much of it may be o f little or no value to auditors. Accordingly, 
auditors should learn to use search engines effectively to mini­
mize the amount of time browsing through useless information.
91
The Internet is best used in tandem with other research tools, be­
cause it is unlikely that all desired research can be conducted 
solely from Internet sources.
The following listing summarizes the various Web sites of many 
of the organizations referred to in this Audit Risk Alert, as well as 
others that auditors of not-for-profits may find useful.
N am e o f  S ite C ontent In tern et A ddress
A m e ric a n  In stitu te  
o f  C P A s
In fo rm a tio n  fo r  C P A s  o n  
a c c o u n tin g , a u d it in g , in d u stry  
activ itie s, th e  ac tiv itie s  o f  th e 
A IC P A , a n d  o th e r  m a tters
w w w .a icp a .o rg
A c c o u n ta n t ’s 
H o m e  P age
R e so u rce s  fo r  ac c o u n ta n ts  
a n d  f in a n c ia l a n d  b u sin e ss  
p ro fe ss io n a ls
w w w .c o m p u te rc p a .c o m
A c tio n  W ith o u t  
B o rd e rs
In c lu d e s  a  d ire c to ry  o f  n o t-  
fo r-p ro fit  o rg a n iz a tio n s  a n d  
v o lu n te e r in g  re so u rces, a  
n ew sle tte r o n  n o t- fo r-p ro fit  
o rg a n iz a tio n  issu es, jo b  
p o s t in g s  a n d  fre q u e n tly  
a sk e d  q u e st io n s
w w w .id e a list .o rg
A m e r ic a n  S o c ie ty  
o f  A sso c ia t io n  
E x e cu tiv e s
P ro v id e s re so u rces to  ass ist  
a s so c ia t io n  ex ecu tiv es a n d  
in d iv id u a ls  fro m  fo r-p ro fit  
c o m p a n ie s  th a t  p ro v id e  
p ro d u c ts  a n d  serv ices to  the 
a s so c ia t io n  c o m m u n ity
w w w .asa e ce n te r .o rg
B B B  W ise  G iv in g  
A llian ce
P ro m o te s  g iv in g  a n d  h elp s 
c o n tr ib u to r s  o b ta in  accu rate  
in fo rm a tio n  a b o u t  ch aritab le  
o rg an iza tio n s
w w w .g iv e .o rg
B o a rd  S o u rc e R e so u rce s  to  h e lp  s tre n g th e n  
n o t- fo r -p ro fit  o rg a n iz a tio n  
b o a rd s  o f  d ire c to rs
w w w .b o a rd so u rce .o rg  /
T h e  C h ro n ic le  o f  
P h ilan th ro p y
A rtic le s  fro m  th e  Chronicle 
o f  Philanthropy n e w sp ap e r  
a n d  lin k s to  o th e r  sites
w w w .p h ilan th ro p y .co m
C o m p a s s P o in t  
N o n p r o f it  S erv ice s
W o rk sh o p s , co n su ltin g , 
p u b lic a t io n s , a n d  o th e r 
in fo rm a tio n  a n d  re so u rces 
o f  in te re st to  m a n a g e rs  o f  
n o t- fo r-p ro fit  o rg a n iz a tio n s
w w w .c o m p a ssp o in t .o rg
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Name of Site Content Internet Address
C o u n c il  o n  
F o u n d a t io n s
In c lu d e s  research , p u b lic a t io n s , 
a n d  o th e r  in fo rm a tio n  o f  
in tere st to  fo u n d a t io n s  a n d  
c o rp o ra te  d o n o rs
w w w .co f.o rg
C P A n e t
D e p a r tm e n t  o f  
H o u s in g  a n d  U rb a n  
D e v e lo p m e n t:
O ff ic e  o f  In sp e c to r  
G e n e ra l
R e a l E sta te  
A sse ssm e n t  C e n te r
L in k s  to  o th e r  W e b  sites o f  
in tere st to  C P A s
In fo rm a tio n  o n  p ro g ra m s , 
re so u rces, a n d  o th e r  m a tters
w w w .cp an e t.co m /
w w w .h u d .g o v /o ff ic e s /
o ig  /
w w w .h u d .g o v / o ff ic e s /  
reac
F in a n c ia l A c c o u n t in g  
S ta n d a rd s  B o a rd
In fo rm a tio n  o n  th e ac tiv itie s 
o f  th is s ta n d a rd - se tt in g  b o d y
w w w .fa sb .o rg
F e d W o rld .G o v U .S .  D e p a r tm e n t  o f  
C o m m e r c e  sp o n so re d  s ite  
p ro v id in g  access to  
g o v e rn m e n t p u b lic a t io n s
w w w .fed w o rld .go v
T h e  F o u n d a t io n  
C e n te r
In fo rm a tio n  fo r  n o t- fo r -p ro fit  
o rg a n iz a tio n s , d o n o r s , a n d  
research ers
w w w .fd n cen ter .o rg
G iv in g  In stitu te A m e r ic an  A sso c ia t io n  o f  
F u n d - R a is in g  C o u n se l 
sp o n so re d  s ite  p ro v id in g  
in fo rm a tio n  tre n d s in  g iv in g  
a n d  so u rce s o f  su p p o r t
w w w .aafrc .o rg
G o v e rn m e n t
A c c o u n ta b ility
O ff ic e
P o licy  a n d  g u id a n c e  
m a te ria ls , re p o rts  o n  
fed era l ag e n cy  m a jo r  ru les
w w w .g ao .go v
G u id e s ta r In fo rm a tio n  o n  n o t- fo r -p ro fit  
o rg a n iz a tio n s  a n d  n ew s a n d  
re so u rces fo r  n o t- fo r-p ro fit  
o rg a n iz a tio n s  a n d  d o n o r s
w w w .g u id e sta r .o rg
H o o v e rs  O n lin e O n lin e  in fo rm a tio n  o n  
v a rio u s  c o m p a n ie s  a n d  
in d u str ie s
w w w .h o o v ers .co m
In d e p e n d e n t  S e c to r A  fo ru m  to  e n c o u ra g e  g iv in g , 
v o lu n te e rin g , n o t- fo r-p ro fit  
in itia tiv e , a n d  c itizen  a c tio n
WWW.
in d e p e n d e n tse c to r .o rg  
( continued)
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N am e o f  S ite C ontent In tern et A ddress
In fo rm a tio n  fo r 
T a x -E x e m p t 
O rg a n iz a t io n s  
(an  IR S  site)
A  T re asu ry  D e p a r tm e n t  site  
p ro v id in g  in fo rm a tio n  a n d  
an sw ers to  fre q u e n tly  a sk e d  
q u e st io n s  re g a rd in g  tax -e x e m p t 
o rg a n iz a tio n s
w w w .irs.go v /
M a n a g e m e n t  
A ss is ta n ce  P ro g ra m  
fo r  N o n p r o f it s
In c lu d e s  th e  N o n p r o f it  
M a n a g e r ’s L ib ra ry  a n d  
o th e r  re so u rces
WWW.
m a p fo rn o n p r o f it s .o rg
N a t io n a l  A sso c ia t io n  
o f  C o lle g e  a n d  
U n iv e rs ity  B u sin e ss  
O ffice r s
P ro v id es in fo rm a tio n  
ge a re d  to  co lleges  a n d  
u n iv ersitie s, in c lu d in g  
a c c o u n tin g  tu to r ia ls  o n  
sp e c ific  s itu a tio n s  
e n c o u n te re d  in  h ig h e r  
e d u c a t io n  a c c o u n tin g
w w w .n a cu b o .o rg
N a t io n a l  C o m m it te e  
O n  P la n n e d  G iv in g
P ro v id e s in fo rm a tio n  a n d  
re so u rces re g ard in g  
ch a ritab le  p la n n e d  g ifts
w w w .n cp g .o rg
P u b lic  C o m p a n y  
A c c o u n t in g  O v e rs ig h t  
B o a rd  (P C A O B )
In fo rm a tio n  o n  a c c o u n tin g  
a n d  a u d it in g , th e  activ itie s  
o f  th e  P C A O B , a n d  o th e r  
m a tters
w w w .p c a o b u s .o rg
T h e  N a t io n a l  
C e n te r  fo r 
C h a r ita b le  S ta t is t ic s
P ro v id e s s ta tistic s  o n  
reven u e  a n d  ex p e n se s o f  
n o t- fo r-p ro fit  o rg a n iz a tio n s
n c c s .u rb a n .o rg
T h e  N o n p r o f it  
R e so u rc e  C e n te r
In fo rm a tio n  a n d  lin k s to  
o th e r  sites co v e rin g  f in a n c ia l 
m a n a g e m e n t, go v e rn an ce , 
lega l, a n d  o th e r  m a tter s
w w w .n o t- fo r-p ro fit .o rg
T h e  N o n p r o f it  R isk  
M a n a g e m e n t  C e n te r
P ro v id es in fo rm a tio n  to  h elp  
n o t- fo r-p ro fit  o rg a n iz a tio n s  
co n tro l th e ir  risk s
w w w .n o n p ro fitr isk .o rg
T h e  N o n p r o f it  
T im e s  O n lin e
A rtic le s  fro m  th e N onprofit 
Times n e w sp ap e r  a n d  lin k s 
to  o th e r  site s
w w w .n p tim e s .c o m
T a x  A n a ly sts  O n lin e P ro v id e s in fo rm a tio n  o n  
cu rre n t tax  d e v e lo p m e n ts
w w w .tax .o rg
U .S .  D e p a r tm e n t  
o f  E d u c a t io n
In fo rm a tio n  o n  p ro g ra m s , 
re so u rces, a n d  o th e r  m a tters
w w w .ed .go v
U .S .  T a x  C o d e A  c o m p le te  tex t o f  th e w w w .fo u rm ilab .ch /
O n lin e U .S .  T a x  C o d e u sc o d e /2 6 u sc /
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Name of Site Content Internet Address
U .S .  O ff ic e  o f O M B  in fo rm a tio n  a n d w w w .w h ite h o u se .go v /
M a n a g e m e n t  a n d  
B u d g e t
lite ra tu re O M B /
V is io n  P ro je c t In fo rm a tio n  o n  the 
p ro fe ss io n ’s V is io n  P ro je c t
w w w .cp av isio n .o rg
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